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Corporate Governance Report 

The Board & Administrative Governance 
Introduction to Governance 

The board sees and understands governance as a fundamental requisite in stewardship responsibilities. 

To this end, the board is therefore committed to maintain the highest standards of governance. The company has a Macro-Organisational 
structure in place, which provides for separation of duties and responsibilities between the board and administrators. 

In the course of rendering services to the community, it is therefore important to do so within the parameters of the law, and this can be 
achieved by connecting corporate governance with legislative risk management as a guideline. 

Board Governance 

1. Board of Directors 

The board strives to provide the right leadership, strategic oversight and control environment to produce and sustain the delivery of value 
to the company's shareholder. The board applies integrity, principles of good governance and accountability throughout its activities and 
each director brings independence of character and judgment to the role. 

All of the members of the board are individually and collectively aware of their responsibilities to the company's stakeholders and the 
board keeps its performance and core governance principles under regular review. 

The board held both ordinary and special meetings during the period under review as follows in which a number of decisions were taken: 

Type of Meeting Date Venue 

Induction 16 September 2016Centlec (SOC) Ltd, Telkom Building, 195 Nelson Mandela drive, Bloemfontein 

Special 18 November 2016 Teleconference, Centlec (SOC) Ltd, Telkom Building, 195 Nelson Mandela drive, Bloemfontein 

Ordinary 7 December 2016 Centlec (SOC) Ltd, Telkom Building, 195 Nelson Mandela drive, Bloemfontein 

Ordinary 27 March 2017 Centlec (SOC) Ltd, Telkom Building, 195 Nelson Mandela drive, Bloemfontein 

Ordinary 21 April 2017 Centlec (SOC) Ltd, Telkom Building, 195 Nelson Mandela drive, Bloemfontein 

Special 30 May 2017 Centlec (SOC) Ltd, Telkom Building, 195 Nelson Mandela drive, Bloemfontein 

2. Board Committees 

The board had the following committees during the period under review. 

2.1 Audit & Risk Committee 

T.S. Zakuza Chairperson 

M. C. Llale Member 

C.A. Choeu Member 

L. Majake Member 

N. P. Lubanga Member 

The term of the members of the audit & risk committee ended on 31 July 2016. From this date the municipal entity utilised the services of 
the parent municipality's audit committee. 


5 



Centlec (SOC) Ltd 

(Registration number 2003/011612/30) 

Financial Statements for the year ended 30 June 2017 


2.2. Finance Committee 


N. Mochochoko Chairperson 

Z.C. Uwah Member 

Chief Executive Officer Invitee 

Chief Financial Officer Invitee 

Chief Operations Officer Invitee 


2.3. Human Resources & Remuneration Committee 


C. Choeu 
M. Mohale 

Chief Executive Officer 
Chief Financial Officer 
Chief Operations Officer 
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EM: Engineering (Retail) 


Chairperson 

Member 

Invitee 

Invitee 

Invitee 

Invitee 

Invitee 


2.4. Social Responsibility & Ethics Committee 


K.M. Moroka Chairperson 

Z.C. Uwah Member 

Chief Executive Officer Invitee 

Chief Financial Officer Invitee 

Chief Operations Officer Invitee 


2.5. Information Technology Governance Committee 


C. Mohale Chairperson 

C. Choeu Member 

Chief Executive Officer Invitee 

Chief Financial Officer Invitee 

Chief Operations Officer Invitee 

EM: Engineering (Retail) Invitee 


2.6. Engineering Committee 


D. Myeni Chairperson 

N. Mochochoko Member 

Chief Executive Officer Invitee 

Chief Financial Officer Invitee 

Chief Operations Officer Invitee 

EM: Engineering (Wires) Invitee 
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The respective committees held meetings as follows during the period under review: 


Committee 

No. of Meetings 

Dates of meetings 

IT Governance 

3 

31 October 2016 

10 March 2017 

13 April 2017 

Engineering 

3 

26 October 2016 

24 February 2017 

18 April 2017 (Teleconference) 

HR & Remuneration 

3 

31 October 2016 

16 February 2017 

13 April 2017 

Audit & Risk 

4 

30 July 2016 

29 August 2016 

24 March 2017 

30 June 2017 

Social Responsibility & Ethics 

2 

04 November 2016 

14 March 2017 

Finance 

4 

21 October 2016 

16 January 2017 

12 April 2017 

29 May 2017 


Risk Management 

The MFMA requires that the municipal entity develops and maintain an effective, efficient and transparent systems of financial and risk 
management and internal control; and of internal audit operating in accordance with any prescribed norms and standards. 

The municipal entity manages its Risk Management issues through the Internal Audit Unit. The Internal Audit Unit is therefore mainly 
responsible for the review of the implementation of effective risk management as a key element of good governance and rigorous 
performance management. Risk management is an integral part of corporate, business planning and service delivery. 

During the period under review, corporate and operational risk assessments were performed for all areas within the municipal entity. 
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General Overview of the Entity's Performance 


Overview by the Chairman 

We believe this past year has been one spent positively trying to position Centlec (SOC) Ltd as an institution that is aimed at creating a 
strong footprint within the Mangaung Metropolitan Municipality area as well as the entire province. The building blocks are now largely in 
place to ensure we're ready for the opportunities that arise within Mangaung Metropolitan Municipality in this current phase of growth 
while consolidating our position within the province. 

It is indeed a pleasure to present the Chairperson's Report for the Reporting Year ended 30 June 2017 - a year that has been characterised 
by positive results despite the great economic challenges in the country and the world at large. 

The completion and closure of the financial year has been a success due to the commitment by the staff and management in sharing a 
common goal of putting the interest of the entity at the forefront. This brings us today where we have come to recognize excellence in our 
people, the staff members who are our very great asset. 

For the year ender review several milestones were accomplished as set out in the entity's business plan and Service Delivery and Budget 
Implementation plan which include amongst others the following: 

• Provision of free electricity for twenty two thousand, seven hundred and eighty three (22 783) indigents; 

• Electrification and connecting new household to the Electricity Grid. 

• Provision of un interrupted power supply. 

• Provision of Free basic electricity to the indigents. 

• Serving the SFS Municipalities with electricity services as provided in the service level agreements with these municipalities. 

As raised by the office of the Auditor General, the entity has put in tremendous effort in addressing issues reported in the 2015/16 audit 
and management report. 

As a result I am proud to announce that the entity has been able to retain the prior year's audit opinion as un qualified audit outcome. 

Other positive areas include the effort made by management to curb the illegal electricity connections and meter tampering which has 
contributed to a decline in the distribution losses. 

Our commitment to capacitate the entity's manpower was witnessed with the appointment of the Company Secretary in August 2017. 
Plans are underway to fill the other remaining critical vacant positions for the next financial year. 

The country's and global economy have witnessed a sustained period of slow growth which creates a degree of cautious optimism. As 
result the entity's performance has not been as we had anticipated; however strategies are being developed to ensure that next year's 
performance shows an improvement. 

I take this opportunity to thank our shareholder, as well as my colleagues at Centlec, for their support in leading the organisation's journey 
to achieving its goals. I would like to extend my appreciation to the board of directors for their contribution made during 2016/17. I am 
looking forward to serve the organisation and the community in the upcoming financial year. 
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Executive Summary 

Chief Executive Officer's Overview 

Our approach is based on our Code of Business Ethics ('the Code'), which applies to all of our businesses and employees of the entity. 
Operating within the Code enables us to meet our obligations to all of our stakeholders, while also delivering real business benefits. It 
protects our reputation and our ability to grow, and enhances our efficiency. Our people are able to work productively in a safe 
environment and we reduce the risk of incidents and associated costs. 

The financial year 2016/17 has been a very busy year where we made a lot of efforts to improve the municipal entity's' electricity 
infrastructure in order to stay a moving force in the industry and a credible electricity provider to Mangaung and the southern Free State. 

The entity invested a total of R222 562 922 in capital projects, mainly funding infrastructure projects such as the establishment of 132/11KV 
20MVA Distribution Centres in Fichardt Park and Cecilia which were energised by the 30 June 2017. 

Effecting significant improvements to the electricity infrastructure has become our major priority. Amongst other successes, we were able 
to connect to the electricity grid five hundred and forty eight (548) households in the MMM area. Two hundred and sixty two (262) public 
connections applications were received and successfully installed within the stipulated policy deadlines by 30 June 2017. Furthermore,thirty 
(30) high masts were erected and twenty one (21) commissioned in MMM (Bloemfontein, Botshabelo and Thaba 'Nchu). 

It is further worth mentioning that Centlec (SOC) Ltd has successfully installed two thousand seven hundred and seventy-seven (2777) 
smart street lights in the MMM area. 

The municipal entity's Training and Development Centre continues to participate in industry-wide activities aimed at not only improving the 
electrical engineering profession, but also at protecting the integrity of the quality of training offered to the candidates. In addition, the 
entity has facilitated job creation and empowerment opportunities by allowing one hundred and twenty-six (126) learners to receive on- 
the-job training in various technical fields and one hundred and thirty-six (136) learner's received institutional training, of which sixty four 
(64) successfully passed the trade examination and are now qualified electricians. 

The entity has also managed through revenue protection strategy to reduce the number of meters running on estimates from R17 000 000 
in prior year to R4 000 000. 

During the year the entity has embarked on an intensive programme to reduce electricity distribution losses. Meters were inspected for 
tampering, illegal connections were disconnected and the users fined in line with the Criminal Matters Amendment Act. The result was a 
decrease in the electricity distribution losses from the 13.23 % in the prior year to 10.77 % which is a 2.46% reduction of (R17 662 493). 

In order to capacitate its employees, the entity enrolled one hundred (100) employees on a three (3) year Municipal Financial Management 
Program which was completed during 2016/17 financial year. 

Management developed an audit action plan to address issues raised by the office of the Auditor General in the 2015/16 management and 
audit reports. This was vigorously monitored and implemented to the effect that the entity has been able to retain the prior year's opinion 
as un qualified audit outcome. 

The entity has experienced challenges relating to the general industry trends which include but not limited to: 

• Fatalities are as a result of members of the community who embark on unsafe illegal connections, despite all our efforts to ensure public 
safety 

• The presence of private suppliers of prepaid meters encroaching on the entity's core business 

• The declining customer consumption pattern due to alternative energy sources 

• The challenges in recovering the long outstanding book debt 

The entity during the year under review has overspent its budget as reported in note 51 of the Annual Financial Statements. This 
overspending of the budget was on the non-cash flow which could not be avoided by the entity. Auditor-General in his audit report has 
emphasised the matter and classified it as an irregular expenditure. The entity in future will put action plans in place to enhance the internal 
controls which will prevent the similar occurrence of this matter. 
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This annual performance report represents our further commitment to continue working tirelessly and striving hard to meet all our 
communities' needs. This has seen us further developing and implementing various strategies to enhance service delivery and ensuring 
safety of our communities in doing so. 

I would like to appreciate the endless support and leadership guidance provided by the Board, the commitment and dedication of all 
members of staff and unions. It is through your efforts that the organisation continues to excel in its activities. We will continue to take 
necessary steps to ensure our revenue collection increases and ultimately provide improved quality service. Lastly I would like to thank all 
the stakeholders, particularly the shareholder and Provincial Government for their willingness to support and engage on issues of joint 
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Director's Responsibilities and Approval 


The directors are required by the Municipal Finance Management Act (Act 56 of 2003), to maintain adequate accounting records and 
are responsible for the content and integrity of the financial statements and related financial information included in this report. It is 
the responsibility of the directors to ensure that the financial statements fairly present the state of affairs of the entity as at the end 
of the financial year and the results of its operations and cash flows for the period then ended. The external auditors are engaged to 
express an independent opinion on the financial statements and were given unrestricted access to all financial records and related 
data. 

The financial statements have been prepared in accordance with Standards of Generally Recognised Accounting Practice (GRAP) 
including any interpretations, guidelines and directives issued by the Accounting Standards Board, 

The financial statements are based upon appropriate accounting policies consistently applied and supported by reasonable and 
prudent judgments and estimates. 

The directors acknowledge that they are ultimately responsible for the system of internal financial control established by the entity 
and place considerable importance on maintaining a strong control environment. To enable the directors to meet these 
responsibilities, the directors set standards for internal control aimed at reducing the risk of error or deficit in a cost effective manner. 
The standards include the proper delegation of responsibilities within a clearly defined framework, effective accounting procedures 
and adequate segregation of duties to ensure an acceptable level of risk. These controls are monitored throughout the entity and all 
employees are required to maintain the highest ethical standards in ensuring the entity's business is conducted in a manner that in all 
reasonable circumstances is above reproach. The focus of risk management in the entity is on identifying, assessing, managing and 
monitoring all known forms of risk across the entity. While operating risk cannot be fully eliminated, the entity endeavours to 
minimise it by ensuring that appropriate infrastructure, controls, systems and ethical behaviour are applied and managed within 
predetermined procedures and constraints. 

The directors are of the opinion, based on the information and explanations given by management, that the system of internal 
control provides reasonable assurance that the financial records may be relied on for the preparation of the financial statements. 
However, any system of internal financial control can provide only reasonable, and not absolute, assurance against material 
misstatement or deficit. 

The directors have reviewed the entity's cash flow forecast for the year to 30 June 2018 and, in the light of this review and the 
current financial position, they are satisfied that the entity has or has access to adequate resources to continue in operational 
existence for the foreseeable future. 

The financial statements are prepared on the basis that the entity is a going concern and that Mangaung Metropolitan Municipality 
has neither the intention nor the need to liquidate or curtail materially the scale of the Municipal entity. 

The financial statements set out on pages 21 -131, which have been prepared on the going concern basis, were approved by the 
directors on 31 August 2017 and were signed on its behalf by: 

4¥r 

4/lr. N Mokhesi 
Chairperson of the Board 
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Audit and Risk Committee Report 


We are pleased to present our report for the financial year ended 30 June 2017. 

Audit and Risk Committee members and attendance 

As provided for in terms of section 166(2) of the MFMA, the municipal entity had an Audit and Risk Committee established on 01 August 2013 
to specifically address matters relating to the municipal entity. The Committee comprised the members in the table below to address issues 
relating to the municipal entity. The Committee's last meeting was held and attended as reflected therein. 


Member 2016/07/30 

T.S. Zakuza (Chairperson) Yes 

M. C. Llale Yes 

N. Lubanga Yes 

C. Choeu Yes 

L Majake Yes 


The term of the audit committee ended on the 31 July 2016, with the effect that the Municipal Entity requested for the services of the 
parent municipality's audit committee. 

For the period under review the following meetings were held: 


Member 

2016/08/31 

2017/03/24 

2017/06/30 

G. Mahlatsi (Chairperson) 

No 

Yes 

Yes 

P. Kaota 

No 

Yes 

Yes 

T. Lebenya 

No 

Yes 

Yes 

N. Mdaka 

No 

Yes 

Yes 

S. Radebe 

Yes 

N/a 

N/a 

M. Madali 

Yes 

N/a 

N/a 

E. Dalton-Brits 

Yes 

N/a 

N/a 


All members of the Audit and Risk Committee were independent, with no interest in the management or conduct of the business of the 
municipality and its entities. 

The council of the parent municipality approved the appointment of a standalone audit committee for the municipal entity with effect from the 
1 October 2017. The committee comprise of the following members: 

N.P. Lubanga (Chairperson) 

M. R. Tshupa 
T. Malakoane 

N. 5. Ntingane 
E.T. Tsoaeli 

Audit and Risk Committee responsibility 

The Audit and Risk Committee reports that it complied with its responsibilities arising from section 166(2) (a) of the MFMA in terms of its 
defined responsibilities as an advisory body to the municipal entity and a sub-committee of the Board. 

The Audit and Risk Committee also reports that it adopted appropriate formal terms of reference as its Audit and Risk Committee charter, 
and regulated its affairs in compliance with this charter and discharged all its responsibilities as contained therein. 

The effectiveness of internal control 

The system of controls is designed to provide cost effective assurance that assets are safeguarded and that liabilities and working capital are 
efficiently managed. In line with the MFMA, Internal Audit provides the Audit and Risk Committee and management with assurance that the 
internal controls are appropriate and effective. This is achieved by means of the risk management process, as well as the identification 
of corrective actions and suggested enhancements to the controls and processes. 
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Audit and Risk Committee Report 


From the various reports of Internal Audit, the Auditor General's Report on the Annual Financial Statements and management's report of 
the Auditor-General; it was noted that there were instances of weaknesses in controls. However, the Audit and Risk Committee is pleased 
to report that there was significant improvement in the general controls and management put mechanisms and action plans in place to deal 
with identified weaknesses. Management further undertook to report to the Audit Committee on a regular basis on progress made in this 
regard. 

The Committee received good support from the Internal Audit function and as a part of its mandate, reported to the Board regularly. The 
Committee also held meetings separately with Internal Audit and the AGSA to establish if there were matters of concern that could not be 
discussed in an open session with management. 

The reports received from other areas covered as per the approved Strategic and Operational Internal Audit Plan show areas of 
improvement whilst also showing shortcomings that were brought to the attention of the Audit and Risk Committee by the Internal 
Auditors. 

We also received feedback regarding the follow-up audit conducted in terms of the areas that were highlighted by the AGSA in prior year 
audit. 

Major progress have been made in addressing previous audit findings and matters contained in the Management fetter. There were some 
outstanding remedial actions that could only be assessed by AGSA during the current year audit. 

Performance Management 

The Board also designated the Audit and Risk Committee as a Performance Audit Committee in terms of Municipal Planning and 
Performance Management Regulations 2001. 

Quarterly reports on the Performance Management system were submitted to the Committee both in respect management and Internal 
Audit's assessment of the reported achievement of set objectives and the adequacy of the portfolio of evidence to support the reported 
results. Although certain areas for improvement remained, an overall improvement in the controls in comparison to previous periods were 
noted. 

Risk Management 

The Audit and Risk Committee was also satisfied with the risk management processes within the entity. 

Centlec (SOC) Ltd has a Risk Management Strategy and Framework in place that was approved and adopted by the Audit and Risk 
committee as well as the Board. The following Risk Assessments were conducted in terms of this strategy and framework during the course of 
the financial year where the various risks were identified, evaluated to with regards importance and action plans recorded to ensure 
mitigation thereof: 

• Fraud Risk Assessment concluded in August 2016; 

■ IT Risk Assessment concluded in December 2016; and 

• Strategic Risk Assessment concluded in March 2017. 

Centlec (SOC) Ltd further subscribes to the principles of good corporate governance, which require the conducting of business in an honest 
and transparent manner. Centlec (SOC) Ltd is committed to fighting fraudulent behaviour at all levels within the organization. The manner 
in which Centlec (SOC) Ltd strives to uphold its policy of zero tolerance to fraud is documented in the approved Fraud Prevention Plan. 

The Audit and Risk Committee approved a Combined Assurance Policy and Framework that was adopted by the Board in the 2015/2016 
financial year. During the current financial year the implementation of the plan was rolled out, the plan indicates what activities need to be 
completed to enable the strengthening of assurance practices. It also demonstrates that combined assurance is a journey and include the 
following high-level steps: 

• Establish a combined assurance forum ("the Forum") 

• Develop a combined assurance framework; 

• Develop a combined assurance matrix, and align it to the risks identified against the approved strategic objectives; and 

• Validate management's representations of assurance provided. 
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Audit and Risk Committee Report 


The successful implementation of the combined assurance model will assist in the integration, coordination, and alignment of risk 
management and assurance processes within Centlec (SOC) Ltd, to optimize and maximize the level of risk, governance and control 
oversight over the risk landscape. 

A quality review exercise was conducted on the internal audit function during the financial year under review and the overall outcome was one 
of compliance with the Standards of the Professional Practice of Internal Audit (IIA). This further gave the Audit and Risk committee comfort 
about the quality of work of the internal audit. 

The committee has engaged with management on the 2016/17 Annual Financial Statements on 29 August 2017 and also took note of the 
high-level review report submitted by the internal auditors. The Committee further engaged with the Auditor-General to receive and 
deliberate on the audit report of 2016/17 Annual Financial Statements. The Committee welcomed the audit opinion of the Auditor-General 
expressed on the 2016/17 Annual Financial Statements of the entity. 



N.P. Lubanga (Chairperson of the Audit Committee) 


Date: 30 November 2017 
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Director's Report 


The directors submit their report for the year ended 30 June 2017. 

1. General information and nature of activities 

The municipal entity, which is a state owned company, is incorporated and domiciled in South Africa and provides electricity retail, 
distribution and electrification services* 

The municipal entity operates primarily in the Free State Province and employs over 665 people. The address of the municipal entity's 
registered office is 195 Nelson Mandela Drive, College Square Telkom Building, Bloemfontein, 9301. 

The municipal entity is wholly owned by Mangaung Metropolitan Municipality, which is the sole parent municipality of the municipal 
entity and is domiciled in the Free State Province of South Africa. The address of the parent municipality is C/o Nelson Mandela Drive 
and Markgraaf Street, Bram Fischer Building, Bloemfontein, 9300. 

The municipal entity is one of the only two state owned electricity companies in South Africa and the only one in the Free State 
Province. 

Other than the area of jurisdiction of Mangaung Metropolitan Municipality, the municipal entity also distributes electricity to the 
following local municipalities in the Southern Free State area: Kopanong Local Municipality, Naledi Local Municipality, Mantsopa 
Local Municipality and Mohokare Local Municipality. 

The municipal entity interacts with its customers and clients through a combination of physical and electronic channels, offering a 
comprehensive range of electricity services (from pre-paid electricity sales and billing through conventional metering, to electricity 
infrastructure development to bulk-to-point connection). 

The financial statements set out fully the financial positions, results of operations and cash flows of the municipal entity for the 
reporting period ended 30 June 2017. 

Main business and operations 

The principal activity of the municipal entity is the distribution of electricity to industries, businesses and households mainly in the 
mangaung and southern free state area and operates principally in South Africa. 

The operating results and state of affairs of the municipal entity are fully set out in the attached financial statements and do not 
in our opinion require any further comment. 

The municipal entity is continuously engaging with the relevant stakeholders in looking at their electricity rates spectrum and the 
results of this engagement is expected to have a positive effect on the municipal entity's profitability. 
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Director's Report 


2. Going concern 

The financial statements have been prepared on a going concern basis. This basis presumes that funds will be available to finance 
future operations and that the realisation of assets and settlement of liabilities, contingent obligations and commitments will occur in 
the ordinary course of business. 

The following analysis supports the going concern assumption: 

- Total assets (R 5 096 584 685) exceed total liabilities (R 2 870 598 395). 

- The municipal entity has an accumulated surplus and other reserves of R 2 225 986 290. 

The municipal entity incurred a nett loss of R80 162 486 in the current financial year. This loss is mainly attributed to non-cash 
accounting entries related to intercompany transactions and depreciation. Furthermore, the loss with transfer of function from the 
parent municipality relating to the Naledi distribution area is also a large contributor to the nett loss. 

The current liabilities (R11178 912 864) exceed the current assets (R 909 166 016). This is mainly due to the short term accrual for 
the Eskom bulk purchases and the total intercompany loan being included in current liabilities. 

The last mentioned two factors do not pose a threat to the municipal entity's ability to continue as a going concern. 

Management has reviewed the municipal entity's cash flow forecast for the year to 30 June 2017 and, in light of this review and the 
current financial position, management is satisfied that the municipal entity has, or has access to, adequate resources to continue in 
operational existence for the foreseeable future. 

The municipal entity has embarked on implementing strategies which will strengthen its ability to continue as a going concern. The 
most significant of these is that the municipal entity has implemented a system to enhance the entity's revenue collection and cash 
flow by improving on the debt recoverability processes. The revenue protection unit's effort to curb meter tampering/bypassing is 
likely to improve on revenue collection. 

3. Subsequent events 

The directors are not aware of any matter or circumstance arising since the end of the financial year that would have an impact on 
the financial statements. 

4. Accounting policies 

The annual financial statements have been prepared in accordance with the effective Standards of Generally Recognised Accounting 
Practice (GRAP), including any interpretations and directives issued by the Accounting Standards Board and in accordance with 
section 122(3) of the Municipal Finance Management Act, (Act No. 56 of 2003). 

5. Share capital / contributed capital 

There were no changes in the authorised or issued share capital of the municipal entity during the year under review. 

The entire shareholding of the municipal entity is held by Mangaung Metropolitan Municipality. 

Unissued ordinary shares are under the control of Mangaung Metropolitan Municipality. 

Authorised: 

The authorised share capital of the company consists of 1 000 ordinary par value shares of R1 each. 

Issued: 

The total issued share capital of the company of R100 consists of 100 ordinary par value shares of R1 each. 
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Centlec (SOC) Ltd 

(Registration number 2003/011612/30) 

Financial Statements for the year ended 30 June 2017 

Director's Report 


6. Non-current assets 

There were no major changes in the physical nature of non-current assets of the municipal entity during the year. 

7. Directors 

The current Board of Directors consists of eight (8) non-executive directors and three (3) executive directors. The current Board of 
directors were appointed with effect from 1 July 2016. The term of the previous Board ended in April 2016. Six (6) of the new Board 
members were appointed for a period of four (4) years effective from 1 July 2016. One (1) of the new Board members, Mrs. ZC Uwah, 
was appointed fora period of three (3) years effective from 1 February 2015. During the 201617 financial year 2 of the newly 
appointed directors resigned. Mr. Ml Seoe resigned during November 2016 and Mrs. N Mochochoko resigned during May 2017 

The directors of the municipal entity during the year and to the date of this report are as follows: 


Mr. N Mokhesi (Chairperson) 

Me. D Myeni (Deputy Chairperson) 

Mr. KM Moroka 

Me. ZC Uwah 

Mr. CAK Choeu 

Mr. Ml Seoe 

Me. N Mochochoko 

Mr. M Mohale 


Reappointed 01 July 2016 
Appointed 01 July 2016 
Reappointed 01 July 2016 
Appointed 01 February 2015 
Appointed 01 July 2016 
Appointed 01 July 2016, resigned 30 
November 2016 

Appointed 01 July 2016, resigned 31 May 
2017 

Appointed 01 July 2016 


8. Dividends 


No dividends were declared or paid to the shareholder during the year. 

9. Company secretary 

Phatshoane Henney Inc. was appointed to oversee the activities of the Company Secretary for the financial year ending 30 June 
2017. Their contact details are as follows: 


Business address: 

17 Third Avenue 
Westdene 
Bloemfontein 
South Africa 
9300 

Postal address: 

PO Box 625 
Bloemfontein 
South Africa 
9300 
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Centlec (SOC) Ltd 

(Registration number 2003/011612/30) 

Financial Statements for the year ended 30 June 2017 

Director's Report 


10. Member and executive managers' emoluments 

Directors' and officers' personal financial interests in contracts 

In terms of the supply chain management policy of the municipal entity, directors and the municipal entity's officers are prohibited 
from entering into commercial transactions with the municipal entity. 

Directors are required to disclose any business interest which they may have elsewhere. 

The register of declaration of interest is available in the office of the Company Secretary for inspection. 

Consistent with the Supply Chain Management Policy of the municipal entity, except for the remuneration to the executive managers 
and Board of Directors, none of the directors or officers entered into any commercial transaction with the municipal entity during the 
period under review. 

Furthermore, the directors had no interest in any third party or company responsible for managing any of the business activities of 
the municipal entity. 

Directors' and prescribed officers' emoluments 


The upper limits of the salary, allowances and other benefits of the Directors, Prescribed Officers and Executive Managers were 
determined by the parent municipality. Directors, Prescribed Officers and Executive Managers emoluments are disclosed in the notes 
to the Annual Financial Statements. 

11. Corporate governance 

General 

The directors are committed to business integrity, transparency and professionalism in all their activities. As part of this commitment, 
the directors support the highest standards of corporate governance and the ongoing development of best practice. 

The municipal entity confirms and acknowledges its responsibility to total compliance with the Code of Corporate Practices and 
Conduct ("the Code") laid out in the King Report on Corporate Governance for South Africa 2009. The directors discuss the 
responsibilities of management in this respect at Board meetings and monitor the municipal entity's compliance with the code on a 
three monthly basis. 

Board of directors 

The Board: 

• retains full control over the municipal entity, its plans and strategy; 

• acknowledges its responsibilities as to strategy, compliance with internal policies, external laws and regulations, effective risk 
management and performance measurement, transparency and effective communication both internally and externally by the 
municipal entity; 

• is of a unitary structure comprising: 

non-executive directors, all of whom are independent directors as defined in the Code; and 
- executive directors. 

• has established a Board directorship continuity programme. 

Chairperson and chief executive 

The Chairperson is a non-executive and independent director (as defined by the Code). 

The roles of Chairperson and Chief Executive are separate, with responsibilities divided between them, so that no individual has 
unfettered powers of discretion. 
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Centiec (SOC) Ltd 

(Registration number 2003/011612/30) 

Financial Statements for the year ended 30 June 2017 

Director's Report 


Remuneration 

The upper limits of the remuneration of the Chief Executive Officer, Chief operations officer and the Chief Financial Officer, who are 
the only three executive directors of the municipal entity, are determined by the Parent entity, and the directors will determine the 
remuneration within the above mentioned limits. 

Executive meetings 

The directors have met on - separate occasions during the financial year. The directors schedule to meet at least 4 times per annum. 
Non-executive directors have access to all members of management of the municipal entity. 

Internal audit 

The municipal entity has outsourced its internal audit function to Price Waterhouse Coopers Inc who continued to perform this 
function from the previous year. This is in compliance with the Municipal Finance Management Act, Section 62(c)(i) & 165, 2003. 

12. Controlling entity 

The municipal entity's controlling entity is Mangaung Metropolitan Municipality incorporated in South Africa. The municipal entity is 
wholly owned by Mangaung Metropolitan Municipality. 

13. Bankers 

ABSA Limited 

14. Auditors 

Auditor-General of South Africa will continue in office for the next financial period. 
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Centlec (SOC) Ltd 

(Registration number 2003/011612/30) 

Financial Statements for the year ended 30 June 2017 

Company Secretary's Certification 


Declaration by the company secretary in respect of Section 88(2)(e) of the Companies Act 

In accordance with the provisions of the Companies Act 71 of 2008,1 DSR Nkaiseng, the Company Secretary of Centlec State Owned 
Company Ltd, hereby certify that: 


In respect of the reporting period ended 30 June 2017, the Company has lodged with the Commissioner of the 
Property Commission (CIPC), all returns and notices prescribed by the Act and that ail such returns and notices 



Companies and Intellectual 
are true, correct and up to 




Centlec (SOC) Ltd 

(Registration number 2003/011612/30) 

Financial Statements for the year ended 30 June 2017 


Statement of Financial Position as at 30 June 2017 



Note(s) 

2017 

R 

2016 

Restated* 

R 

Assets 




Current Assets 




Cash and cash equivalents 

3 

45 147 577 

253 711 599 

Consumer receivables from exchange transactions 

4 

569 159 076 

522 155 685 

Inventories 

5 

74 254 691 

87 739 099 

Investments 

6 

162 721 621 

107 818 543 

Other financial assets 

7 

275 470 

295 545 

Other receivables from exchange transactions 

8 

57 607 581 

65 828 791 



909 166 016 

1037 549 262 

Non-Current Assets 




Property, plant and equipment 

9 

3 851354 871 

3 757 147 865 

Intangible assets 

10 

103 828 005 

99 439 071 

Other financial assets 

7 

1 990 583 

2 454 516 

Deferred tax 

11 

230 245 210 

143 891 447 



4 187 418 669 

4 002 932 899 

Total Assets 


5 096 584 685 

5 040 482 161 

Liabilities 




Current Liabilities 




Consumer deposits 

12 

115 353 089 

127 743 335 

Finance lease obligation 

13 

887 928 

880 969 

Long service awards 

14 

1 461 000 

806 000 

Operating lease liability 

15 

- 

97 893 

Other financial liabilities 

16 

562 210 956 

421 216 523 

Payables from exchange transactions 

17 

460 472 159 

392 237 988 

VAT liability 

18 

38 527 732 

20 092 945 



1178 912 864 

963 075 653 

Non-Current Liabilities 




Loans from shareholders 

19 

1 071479 158 

1 071 479 158 

Other financial liabilities 

16 

81 094 673 

246 511 198 

Finance lease obligation 

13 

116 968 

1 004 896 

Deferred tax 

11 

525 002 732 

462 929 813 

Long service awards 

14 

13 992 000 

6 083 000 



1 691 685 531 

1 788 008 065 

Total Liabilities 


2 870 598 395 

2 751 083 718 

Net Assets 


2 225 986 290 

2 289 398 443 


* See Note 44 
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(Registration number 2003/011612/30) 
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Statement of Financial Position as at 30 June 2017 



2017 

2016 




Restated* 


Note(s) 

R 

R 

Share capital / contributed capital 

Reserves 

20 

100 

100 

Revaluation reserve 

21 

1 051 476 402 

1 073 440 534 

Other N DR 

22 

60 000 000 

60 000 000 

Accumulated surplus 


1114 509 788 

1155 957 809 

Total Net Assets 


2 225 986 290 

2 289 398 443 


* See Note 44 
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Centlec (SOC) Ltd 

(Registration number 2003/011612/30) 

Financial Statements for the year ended 30 June 2017 

Statement of Financial Performance 


2017 2016 

Restated* 

Note(s) R R 


Revenue 


Revenue from exchange transactions 


Service charges 

23 

2 163 286 198 

2 029 728 923 

Agency services 


3 844 123 

4 788 455 

Other income 

24 

28 120 099 

25 687 797 

Interest income 

25 

32 796 871 

39 393 389 

Total revenue from exchange transactions 

Revenue from non-exchange transactions 


2 228 047 291 

2 099 598 564 

Transfer revenue 

Government grants & subsidies 

26 

7 456 140 

26 315 789 

Public contributions and donations 

27 

- 

28 197 649 

Total revenue from non-exchange transactions 


7 456 140 

54 513 438 

Total revenue 

28 

2 235 503 431 

2 154 112 002 

Expenditure 

Employee related costs 

29 

204 762 359 

143 983 118 

Management fees 

30 

66 654 396 

96 009 980 

Depreciation and amortisation 

31 

141 354 558 

140 040 708 

Impairment loss/ (reversal of impairments) 

32 

(23 982) 

5 126 463 

Finance costs 

33 

210 207 777 

192 678 240 

(Reversal of) / Contributions to debt impairment provision 

34 

(16 652 583) 

(102 023 896) 

Repairs and maintenance 


61 580 346 

83 490 089 

Bulk purchases 

35 

1 452 060 931 

1 339 120 718 

General expenses 

36 

201 604 985 

224 157 927 

Total expenditure 


2 321 548 787 

2 122 583 347 

Operating (deficit) surplus 


(86 045 356) 

31 528 655 

Loss on disposal of assets and liabilities 


(1123 257) 

(1 014 363) 

Loss from settlement of pre-existing relationships with transfer of function 

40 

(17 274 698) 

(18 397 955) 

(1 014 363) 

(Deficit) surplus before taxation 


(104 443 311) 

30 514 292 

Taxation 

37 

24 280 825 

4 287 372 

(Deficit) surplus for the year 


(80 162 486) 

34 801 664 


* See Note 44 
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Centlec (SOC) Ltd 

(Registration number 2003/011612/30) 

Financial Statements for the year ended 30 June 2017 


Cash Flow Statement 



Note(s) 

2017 

R 

2016 

Restated* 

R 

Cash flows from operating activities 




Receipts 

Sale of goods and services 


2 173 120 822 

1 974 443 767 

Grants, public contributions and donations 


7 456 140 

54 513 438 

Interest income 


32 796 871 

2 213 373 833 

39 393 389 

2 068 350 594 

Payments 

Employee costs 


(196 198 359) 

(140 965 118) 

Suppliers 


(1 920 802 873) 

(1 830 101 619) 

Finance costs 


(234 408) 

(2 117 235 640) 

(7 774) 

(1971074 511) 

Net cash flows from operating activities 

38 

96 138 193 

97 276 083 

Cash flows from investing activities 

Purchase of property, plant and equipment 

9 

(210 126 638) 

(270 800 860) 

Proceeds from sale of property, plant and equipment 

9 

579 601 

664 200 

Purchase of intangible assets 

10 

(15 293 198) 

(6 741421) 

Investments 


(54 903 078) 

254 896 890 

(Purchase of)/Proceeds from sale of financial assets 


484 008 

1 578 807 

Net cash flows from investing activities 


(279 259 305) 

(20 402 384) 

Cash flows from financing activities 

Proceeds from/(Repayment of) other financial liabilities 


(24 422 092) 

89 743 888 

Finance lease payments 


(1 020 820) 

(983 361) 

Net cash flows from financing activities 


(25 442 912) 

88 760 527 

Net increase/(decrease) in cash and cash equivalents 


(208 564 024) 

165 634 226 

Cash and cash equivalents at the beginning of the year 


253 711599 

88 077 374 

Cash and cash equivalents at the end of the year 

3 

45 147 575 

253 711 600 


* See Note 44 
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(Registration number 2003/011612/30) 
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Statement of Comparison of Budget and Actual Amounts 


Budget on Accrual Basis 








Approved 

budget 

R 

Adjustments 

R 

Final Budget 

R 

Actual amounts 
on comparable 
basis 

R 

Difference 
between final 
budget and 
actual 

R 

Reference 


Statement of Financial Performance 
Revenue 


Revenue from exchange 
transactions 


Service charges 

2 344 077 575 

- 

2 344 077 575 

2 163 286 198 

(180 791 377) 

Note 53 

Agency services 

5 476 508 

- 

5 476 508 

3 844 123 

(1 632 385) 

Note 53 

Other income 

79 165 997 


79 165 997 

28 120 099 

(51045 898) 

Note 53 

Interest income 

36 053 847 

- 

36 053 847 

32 796 871 

(3 256 976) 

Note 53 

Total revenue from exchange 
transactions 

2 464 773 927 

- 

2 464 773 927 

2 228 047 291 

(236 726 636) 


Revenue from non-exchange 
transactions 







Transfer revenue 

Government grants & subsidies 

15 500 000 

. 

15 500 000 

7 456 140 

(8 043 860) 

Note 53 

Total revenue 

2 480 273 927 

- 

2 480 273 927 

2 235 503 431 

(244 770 496) 


Expenditure 

Employee related costs 

(146 419 263) 

(37 933 887) 

(184 353 150) 

(204 762 359) 

(20 409 209) 

Note 53 

Management fees 

(107 000 000) 

38 181 620 

(68 818 380) 

(66 654 396) 

2 163 984 

Note 53 

Depreciation and amortisation 

(84 652 408) 

- 

(84 652 408) 

(141 354 558) 

(56 702 150) 

Note 53 

Impairment loss/ Reversal of 


- 

- 

23 982 

23 982 


impairments 

Finance costs 

(143 172 123) 

_ 

(143 172 123) 

(210 207 777) 

(67 035 654) 

Note 53 

Debt impairment 

(7 520 000) 

- 

(7 520 000) 

16 652 583 

24 172 583 

Note 53 

Repairs and maintenance 

(62 394 850) 

320 000 

(62 074 850) 

(61 580 346) 

494 504 


Bulk purchases 

(1442 174 181) 

-■ 

(1442 174 181) 

(1452 060 931) 

(9 886 750) 


Transfers and Subsidies 

(7 000 000) 

- 

(7 000 000) 

- 

7 000 000 


General expenses 

(246 220 749) 

(567 733) 

(246 788 482) 

(201 604 985) 

45 183 497 

Note 53 

Total expenditure 

(2 246 553 574) 

- 

(2 246 553 574) 

(2 321 548 787) 

(74 995 213) 


Operating deficit 

233 720 353 

- 

233 720 353 

(86 045 356) 

(319 765 709) 


Loss on disposal of assets and 
liabilities 

291 330 

- 

291 330 

(1123 257) 

(1414 587) 


Loss from settlement of pre-existing 
relationships with transfer of 
function 




(17 274 698) 

(17 274 698) 



291 330 

- 

291 330 

(18 397 955) 

(18 689 285) 


Deficit before taxation 

234 011 683 

- 

234 011 683 

(104 443 311) 

(338 454 994) 


Taxation 

- 

- 

- 

24 280 825 

24 280 825 

Note 53 

Actual Amount on Comparable 

Basis 

234 011 683 

- 

234 011 683 

(80 162 486) 

(314 174 169) 



26 



Centlec (SOC) Ltd 

(Registration number 2003/011612/30) 

Financial Statements for the year ended 30 June 2017 


Statement of Comparison of Budget and Actual Amounts 


Budget on Accrual Basis 


Approved 

budget 

R 

Adjustments Final Budget Actual amounts 

on comparable 
basis 

R R R 

Difference 
between final 
budget and 
actual 

R 

Reference 


Statement of Financial Position 
Assets 


Current Assets 


Inventories 

79 219 824 

- 

79 219 824 

74 254 691 

(4 965 133) 

Note 53 

Investments 

181 273 611 

- 

181 273 611 

162 721 621 

(18 551 990) 

Note 53 

Other receivables from exchange 
transactions 

70 161 849 

* 

70 161 849 

57 607 581 

(12 554 268) 

Note 53 

Consumer receivables from 

471 511 904 

- 

471 511 904 

569 159 076 

97 647 172 

Note 53 

exchange transactions 

Cash and cash equivalents 

49 638 237 

- 

49 638 237 

45 147 577 

(4 490 660) 

Note 53 


851805 425 

- 

851 805 425 

908 890 546 

57 085 121 


Non-Current Assets 

Property, plant and equipment 

3 997 540 555 


3 997 540 555 

3 851 354 871 

(146 185 684) 


Intangible assets 

105 803 171 

- 

105 803 171 

103 828 005 

(1 975 166) 


Other financial assets 

1 950 823 

- 

1 950 823 

2 266 053 

315 230 

Note 53 

Deferred tax 

153 100 520 

- 

153 100 520 

230 245 210 

77 144 690 



4 258 395 069 

- 

4 258 395 069 

4 187 694 139 

(70 700 930) 


Total Assets 

5110 200494 

- 

5 110 200 494 

5 096 584 685 

(13 615 809) 


Liabilities 

Current Liabilities 

Other financial liabilities 

708 380 180 


708 380 180 

562 210 956 

(146 169 224) 

Note 53 

Payables from exchange 
transactions 

419 693 995 

- 

419 693 995 

460 472 159 

40 778 164 

Note 53 

VAT liability 

- 

- 

- 

38 527 732 

38 527 732 


Consumer deposits 

132 394 702 

* 

132 394 702 

115 353 089 

(17 041 613) 

Note 53 


1260468 877 

- 

1 260 468 877 

1176 563 936 

(83 904 941) 


Non-Current Liabilities 

Loans from shareholders 

1 071 479 158 


1 071 479 158 

1 071 479 158 



Other non-current financial 
liabilities 

81 094 673 

- 

81 094 673 

81 094 673 



Finance lease obligation 

1169 410 

- 

1 169 410 

1 004 896 

(164 514) 

Note 53 

Operating lease liability 

83 393 

- 

83 393 

- 

(83 393) 

Note 53 

Deferred tax 

490 705 602 

- 

490 705 602 

525 002 732 

34 297 130 


Long service awards 

5 839 727 

- 

5 839 727 

15 453 000 

9 613 273 

Note 53 


1 650 371 963 

- 

1 650 371 963 

1 694 034 459 

43 662 496 


Total Liabilities 

2 910 840 840 

- 

2 910 840 840 

2 870 598 395 

(40 242 445) 


Net Assets 

2 199 359 654 

- 

2 199 359 654 

2 225 986 290 

26 626 636 
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Statement of Comparison of Budget and Actual Amounts 


Budget on Accrual Basis 








Approved 

budget 

R 

Adjustments 

R 

Final Budget 

R 

Actual amounts 
on comparable 
basis 

R 

Difference 
between final 
budget and 
actual 

R 

Reference 


Net Assets 

Net Assets Attributable to 
Controlling Entity 

Share capital 

Reserves 

Revaluation reserve 
Other NDR 
Accumulated surplus 

Total Net Assets 


100 


100 


100 


1 055 645 819 
60 000 000 
1 083 713 735 


1 055 645 819 
60 000 000 
1 083 713 735 


1051476 402 
60 000 000 
1 114 509 788 


(4 169 417) 
30 796 053 


2 199 359 654 


2 199 359 654 2 225 986 290 


26 626 636 
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Statement of Comparison of Budget and Actual Amounts 


Budget on Accrual Basis 


Approved 

Adjustments 

Final Budget 

Actual amounts 

Difference 

Reference 


budget 



on comparable 

between final 






basis 

budget and 







actual 



R 

R 

R 

R 

R 



Cash Flow Statement 

Cash flows from operating activities 


Receipts 


Sale of goods and services 

2 331 261 749 

2 331 261749 

2 173 120 822 

(158 140 927) 

Grants, public contributions and 
donations 

43 940 000 

43 940 000 

7 456 140 

(36 483 860) 

Interest income 

34 661 832 

34 661832 

32 796 871 

(1 864 961) 


2 409 863 581 

- 2 409 863 581 

2 213 373 833 

(196 489 748) 

Payments 

Suppliers and employee costs 

(2 262 016 931) 

- (2 262 016 931) 

(2 117 001 232) 

145 015 699 

Finance costs 

(134 005 252) 

(134 005 252) 

(234 408) 

133 770 844 


(2 396 022 183) 

- (2 396 022183) (2117 235 640) 

278 786 543 

Net cash flows from operating 
activities 

13 841 398 

13 841 398 

96 138 193 

82 296 795 

Cash flows from investing activities 
Purchase of property, plant and 
equipment 

(221 517 566) 

(221517 566) 

(210 126 638) 

11 390 928 

Proceeds from sale of property, 
plant and equipment 

291 330 

291 330 

579 601 

288 271 

Purchase of other intangible assets 

- 

- 

(15 293 198) 

(15 293 198) 

Investments 

- 

- 

(54 903 078) 

(54 903 078) 

Proceeds from sale of financial 

- 

- 

484 008 

484 008 

assets 





Net cash flows from investing 
activities 

(221226 236) 

(221 226 236) 

(279 259 305) 

(58 033 069) 

Cash flows from financing activities 

Net movement on other financial 

(26 983 739) 

(26 983 739) 

(25 442 912) 

1 540 827 

liabilities 

Net cash flows from financing 
activities 

(26 983 739) 

(26 983 739) 

(25 442 912) 

1 540 827 

Net increase/(decrease) in cash and 
cash equivalents 

(234 368 577) 

(234 368 577) 

(208 564 024) 

25 804 553 

Cash and cash equivalents at the 
beginning of the year 

137 330 161 

137 330161 

253 711599 

116 381 438 

Cash and cash equivalents at the 
end of the year 

(97 038 416) 

(97 038 416) 

45 147 575 

142 185 991 
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Centlec (SOC) Ltd 

(Registration number 2003/011612/30) 

Financial Statements for the year ended 30 June 2017 

Accounting Policies 


1. Presentation of Financial Statements 

The financial statements have been prepared in accordance with the Standards of Generally Recognised Accounting Practice 
(GRAP), issued by the Accounting Standards Board in accordance with Section 122(3) of the Municipal Finance Management Act 
(Act 56 of 2003). 

These financial statements have been prepared on an accrual basis of accounting and are in accordance with historical cost 
convention as the basis of measurement, unless specified otherwise. 

Assets, liabilities, revenues and expenses were not offset, except where offsetting is either required or permitted by a Standard of 
GRAP. 

A summary of the significant accounting policies are disclosed below. 

Centlec (SOC) Ltd ("the municipal entity") is a municipal entity wholly owned by Mangaung Metropolitan Municipality. 

These accounting policies are consistent with the previous period. 

1.1 Presentation currency 

These financial statements are presented in South African Rand and the amounts are rounded off to the nearest Rand. The South 
African Rand is the functional currency of the municipal entity. 

1.2 Going concern assumption 

The financial statements have been prepared on a going concern basis. This basis presumes that funds will be available to finance 
future operations and that the realisation of assets and settlement of liabilities, contingent obligations and commitments will 
occur in the ordinary course of business. 

The following analysis supports the going concern assumption: 

- Total assets (R 5 096 584 685) exceed total liabilities (R 2 870 598 395). 

- The municipal entity has an accumulated surplus and other reserves of R 2 225 986 290. 

The municipal entity incurred a nett loss of R80 162 486 in the current financial year. This loss is mainly attributed to non-cash 
accounting entries related to intercompany transactions and depreciation. Furthermore, the loss with transfer of function from 
the parent municipality relating to the Naledi distribution area is also a large contributor to the nett loss. 

The current liabilities (R1 1178 912 864) exceed the current assets (R 909 166 016). This is mainly due to the short term accrual 
for the Eskom bulk purchases and the total intercompany loan being included in current liabilities. 

The last mentioned two factors do not pose a threat to the municipal entity's ability to continue as a going concern. 

Management has reviewed the municipal entity's cash flow forecast for the year to 30 June 2017 and, in light of this review and 
the current financial position, management is satisfied that the municipal entity has, or has access to, adequate resources to 
continue in operational existence for the foreseeable future. 

The municipal entity has embarked on implementing strategies which will strengthen its ability to continue as a going concern. 

The most significant of these is that the municipal entity has implemented a system to enhance the entity's revenue collection 
and cash flow by improving on the debt recoverability processes. The revenue protection unit's effort to curb meter 
tampering/bypassing is likely to improve on revenue collection. 
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1.3 Transfer of functions between entities under common control 
Definitions 

An acquirer is the entity that obtains control of the acquiree or transferor. 

Carrying amount of an asset or liability is the amount at which an asset or liability is recognised in the statement of financial 
position. 

Control is the power to govern the financial and operating policies of another entity so as to benefit from its activities. 

A function is an integrated set of activities that is capable of being conducted and managed for purposes of achieving an entity's 
objectives, either by providing economic benefits or service potential. 

A merger is the establishment of a new combined entity in which none of the former entities obtains control over any other and 
no acquirer can be identified. 

Transfer date is the date on which the acquirer obtains control of the function and the transferor loses control of that function. 

A transfer of functions is the reorganisation and/or the re-allocation of functions between entities by transferring functions 
between entities or into another entity. 

A transferor is the entity that relinquishes control of a function. 

Common control - For a transaction or event to occur between entities under common control, the transaction or event needs to 
be undertaken between entities within the same sphere of government or between entities that are part of the same economic 
entity. Entities that are ultimately controlled by the same entity before and after the transfer of functions are within the same 
economic entity. 

A function is an integrated set of activities that is capable of being conducted and managed for purposes of achieving an entity's 
objectives, either by providing economic benefits or service potential. A function consists of inputs and processes applied to those 
inputs that have the ability to create outputs. A function can either be a part or a portion of an entity or can consist of the whole 
entity. Although functions may have outputs, outputs are not required to qualify as a function. The three elements of a function 
are defined as follows: 

• Input: Any resource that creates, or has the ability to create, outputs when one or more processes are applied to it. 

• Process: Any system, standard, protocol, convention or rule that when applied to an input or inputs, creates or has the 
ability to create outputs. 

• Output: The result of inputs and processes applied to achieve and improve efficiency. This may be in the form of achieving 
service delivery objectives, or the delivery of goods and/or services. 

Identifying the acquirer and transferor 

For each transfer of functions between entities under common control an acquirer and transferor are identified. All relevant facts and 
circumstances are considered in identifying the acquirer and transferor. 

The terms and conditions of a transfer of functions undertaken between entities under common control are set out in a binding 
arrangement. The binding arrangement governing the terms and conditions of a transfer of functions may identify which entity to the 
transaction or event is the transferor(s) and which entity is the acquirer. Where the binding arrangement does not clearly identify the 
acquirer or the transferor, the behaviour or actions of the entities may indicate which entity is the acquirer and which entity is the 
transferor. 

Determining the acquirer includes a consideration of, amongst other things, which of the entities involved in the transfer of functions 
initiated the transaction or event, the relative size of the entities, as well as whether the assets or revenue of one of the entities 
involved in the transaction or event significantly exceed those of the other entities. If no acquirer can be identified, the transaction or 
event is accounted for in terms of the Standard of GRAP on Mergers. 
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1.3 Transfer of functions between entities under common control (continued) 

Determining the transfer date 

The acquirer and the transferor identify the transfer date, which is the date on which the acquirer obtains control and the 
transferor loses control of that function. 

All relevant facts and circumstances are considered in identifying the transfer date. 

Assets acquired [transferred] and liabilities assumed [relinquished] 

The recognition of assets and liabilities, is subject to the following conditions: 

The assets acquired and the liabilities assumed are part of what had been agreed in terms of the binding arrangement (if 
applicable), rather than the result of separate transactions. 

Determining what is part of the transfer of functions transaction 

Where the entity and the transferor have a pre-existing relationship before or when negotiations for a transfer of functions 
began, or where a binding arrangement is entered into during the negotiations that are separate from a transfer of functions, any 
amounts that are not part of what were transferred in a transfer of functions are identified. This policy only applies to the 
consideration transferred and the assets acquired and liabilities assumed in a transfer of functions as governed by the terms and 
conditions of the binding arrangement. 

The following factors are considered, which are neither mutually exclusive nor individually conclusive, to determine whether a 
transaction is part of a transfer of function or whether the transaction is separate: 

• the reasons for the transaction 

• the timing of the transaction 

Effective settlement of a pre-existing relationship between the entity (as acquirer) and transferor in a transfer of functions 

A pre-existing relationship between the entity (as acquirer) and the transferor may be contractual or non-contractual. If a transfer of 
functions in effect settles a pre-existing relationship, the entity (as acquirer) recognises a gain or loss, measured as follows: 

• fora pre-existing non-contractual relationship, fair value. 

• for a pre-existing contractual relationship, the lesser of the following: 

the amount by which the binding arrangement is favourable or unfavourable from the perspective of the entity (as 
acquirer) when compared with terms for current market transactions for the same or similar items. 

the amount of any stated settlement provisions in the binding arrangement available to the counterparty to whom the 
contract is unfavourable. 

If the latter is less, the difference is included as part of a transfer of functions accounting. The amount of gain or loss recognised may 
depend in part on whether the entity (as acquirer) had previously recognised a related asset or liability, and the reported gain or loss 
therefore may differ from the amount calculated by applying the above requirements. 

Other criteria for the entity (as acquirer) 

The assets acquired and liabilities assumed that qualify for recognition as set out in the binding arrangement meets the definitions 
of assets and liabilities in the Framework for the Preparation and Presentation of Financial Statements and the recognition criteria 
in the applicable Standards of GRAP at the transfer date. 

Costs that the entity expects, but which it is not obliged to incur in the future to effect its plan to exit an activity of the transferor 
or to terminate the employment of, or relocate the transferor's employees, is not accounted for as part of the liabilities at the 
transfer date. The entity does not recognise those costs as part of a transfer of functions. Instead, the entity recognises these 
costs in its financial statements after the transfer has occurred, in accordance with the applicable Standards of GRAP. 
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1.3 Transfer of functions between entities under common control (continued) 

Accounting by the entity as acquirer 
Initial recognition and measurement 

As of the transfer date, the entity recognises the purchase consideration paid to the transferor and all the assets acquired and 
liabilities assumed in a transfer of functions. The assets acquired and liabilities assumed are measured at their carrying amounts. 

If, prior to the transfer of functions, the transferor was not applying the accrual basis of accounting, the transferor changes its 
basis of accounting to the accrual basis of accounting prior to the transfer. 

The consideration paid by the entity can be in the form of cash, cash equivalents or other assets. If the consideration paid is in the 
form of other assets, the entity de-recognises such assets on the transfer date at their carrying amounts. 

The difference between the carrying amounts of the assets acquired, the liabilities assumed and the consideration paid to the 
transferor, is recognised in accumulated surplus or deficit. 

Measurement period 

If the initial accounting for a transfer of functions is incomplete by the end of the reporting period in which the transfer occurs, 
the entity reports in its financial statements provisional amounts for the items for which the accounting is incomplete. During the 
measurement period, the entity retrospectively adjust the provisional amounts recognised at the transfer date to reflect new 
information obtained about facts and circumstances that existed as of the transfer date and, if known, would have affected the 
measurement of the amounts recognised as of that date. The measurement period ends as soon as the entity receives the 
information it was seeking about facts and circumstances that existed as of the transfer date or learns that more information is 
not obtainable. However, the measurement period does not exceed two years from the transfer date. 

The entity considers all relevant factors in determining whether information obtained after the transfer date should result in an 
adjustment to the provisional amounts recognised or whether that information results from events that occurred after the 
transfer date. 

The entity recognises an increase (decrease) in the provisional amount recognised for an asset (liability) by means of decreasing 
(increasing) the excess of the purchase consideration paid over the carrying amount of the assets acquired and liabilities assumed 
previously recognised in accumulated surplus or deficit. However, new information obtained during the measurement period may 
sometimes result in an adjustment to the provisional amount of more than one asset or liability. 

During the measurement period, the entity recognises adjustments to the provisional amounts as if the accounting for the 
transfer of functions had been completed at the transfer date. Thus, the entity revises comparative information for prior periods 
presented in financial statements as needed, including making any change in depreciation, amortisation or other income effects 
recognised in completing the initial accounting. 

After the measurement period ends, the entity revises the accounting for a transfer of functions only to correct an error in 
accordance with the Standard of GRAP on Accounting Policies, Changes in Accounting Estimates and Errors. 

Acquisition-related costs 

Acquisition-related costs are costs that the entity incurs to affect the transfer of functions. These costs include advisory, legal, 
accounting and other professional or consulting fees, general administrative costs, and costs of registering and issuing debt and 
equity securities. The entity accounts for acquisition-related costs as expenses in the period in which the costs are incurred and 
the services are received, with the exception of the costs incurred to issue debt or equity securities, which are recognised in 
accordance with the Standard of GRAP on Financial Instruments. 

Subsequent measurement 

The entity subsequently measure any assets acquired and any liabilities assumed in a transfer of functions in accordance with the 
applicable Standards of GRAP. 
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1.3 Transfer of functions between entities under common control (continued) 

At the transfer date, the entity classifies or designates the assets acquired and liabilities assumed as necessary to apply other 
Standards of GRAP subsequently. The entity makes those classifications or designations on the basis of the terms of the binding 
arrangement, economic conditions, its operating or accounting policies and other relevant conditions that exist at the transfer 
date. An exception is that the entity classifies the following contracts on the basis of the contractual terms and other factors at 
the inception of the contract (or, if the terms of the contract have been modified in a manner that would change its classification, 
at the date of that modification, which might be the transfer date): 

• classification of a lease contract as either an operating lease or a finance lease in accordance with the Standard of GRAP on 
Leases; and 

• classification of a contract as an insurance contract in accordance with the International Financial Reporting Standard on 
Insurance Contracts. 

1.4 Significant judgements and sources of estimation uncertainty 

In preparing the financial statements, management is required to make estimates and assumptions that affect the amounts 
represented in the financial statements and related disclosures. Use of available information and the application of judgement is 
inherent in the formation of estimates. Actual results in the future could differ from these estimates which may be material to the 
financial statements. Significant judgements include: 

Trade receivables and/or loans and receivables 

The municipal entity assesses its trade receivables and loans and receivables for impairment at the end of each reporting period. 
In determining whether an impairment loss should be recorded in surplus or deficit, the municipal entity makes judgements as to 
whether there is observable data indicating a measurable decrease in the estimated future cash flows from a financial asset. 

Allowance for slow moving, damaged and obsolete inventory items 

An allowance for inventory to write inventory down to the lower of cost or net realisable value. Management have made 
estimates of the selling price and direct cost to sell on certain inventory items. The write down is included in the surplus or deficit. 

Impairment testing 

The recoverable (service) amounts of cash-generating units and individual assets have been determined based on the higher of 
value-in-use calculations and fair values less costs to sell. These calculations require the use of estimates and assumptions. It is 
reasonably possible that the assumptions may change which may then impact our estimations and may then require a material 
adjustment to the carrying value of tangible assets. 

Value in use of cash generating assets: 

The municipal entity reviews and tests the carrying value of assets when events or changes in circumstances suggest that the 
carrying amount may not be recoverable. Assets are grouped at the lowest level for which identifiable cash flows are largely 
independent of cash flows of other assets and liabilities. If there are indications that impairment may have occurred, estimates 
are prepared of expected future cash flows for each group of assets. Expected future cash flows used to determine the value in 
use of tangible assets are inherently uncertain and could materially change overtime. They are significantly affected by a number 
of factors, together with economic factors such as inflation and interest. 

Value in use of non-cash generating assets: 

The municipal entity reviews and tests the carrying value of assets when events or changes in circumstances suggest that the 
carrying amount may not be recoverable. If there are indications that impairment may have occurred, the remaining service 
potential of the asset is determined. The most appropriate approach selected to determine the remaining service potential is 
dependent on the availability of data and the nature of the impairment. 

Provisions 

Provisions were raised and management determined an estimate based on the information available. Additional disclosure of 
these estimates of provisions are included in the notes to the financial statements. 
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1.4 Significant judgements and sources of estimation uncertainty (continued) 

Taxation 

Judgement is required in determining the provision for income taxes due to the complexity of legislation. There are many 
transactions and calculations for which the ultimate tax determination is uncertain during the ordinary course of business. The 
municipal entity recognises liabilities for anticipated tax audit issues based on estimates of whether additional taxes will be due. 
Where the final tax outcome of these matters is different from the amounts that were initially recorded, such differences will 
impact the income tax and deferred tax provisions in the period in which such determination is made. 

The municipal entity recognises the net future tax benefit related to deferred income tax assets to the extent that it is probable 
that the deductible temporary differences will reverse in the foreseeable future. Assessing the recoverability of deferred income 
tax assets requires the municipal entity to make significant estimates related to expectations of future taxable income. Estimates 
of future taxable income are based on forecast cash flows from operations and the application of existing tax laws in each 
jurisdiction. To the extent that future cash flows and taxable income differ significantly from estimates, the ability of the entity to 
realise the net deferred tax assets recorded at the end of the reporting period could be impacted. 

Current tax assets and liabilities 

Current tax for current and prior periods is, to the extent unpaid, recognised as a liability. If the amount already paid in respect of 
current and prior periods exceeds the amount due for those periods, the excess is recognised as an asset. 

Current tax liabilities (assets) for the current and prior periods are measured at the amount expected to be paid to (recovered 
from) the tax authorities, using the tax rates (and tax laws) that have been enacted or substantively enacted by the end of the 
reporting period. 

Deferred tax 

A deferred tax liability is recognised for all taxable temporary differences, except to the extent that the deferred tax liability arises 
from the initial recognition of an asset or liability in a transaction which at the time of the transaction, affects neither accounting 
surplus nor taxable profit (tax loss). 

A deferred tax asset is recognised for all deductible temporary differences to the extent that it is probable that taxable surplus will 
be available against which the deductible temporary difference can be utilised. A deferred tax asset is not recognised when it 
arises from the initial recognition of an asset or liability in a transaction at the time of the transaction, affects neither accounting 
surplus nor taxable profit (tax loss), 

A deferred tax asset is recognised for the carry forward of unused tax losses to the extent that it is probable that future taxable 
surplus will be available against which the unused tax losses can be utilised. 

Deferred tax assets and liabilities are measured at the tax rates that are expected to apply to the period when the asset is realised 
or the liability is settled, based on tax rates (and tax laws) that have been enacted or substantively enacted by the end of the 
reporting period. 

Tax expense 

Current and deferred taxes are recognised as income or an expense and included in surplus or deficit for the period, except to the 
extent that the tax arises from: 

- a transaction or event which is recognised, in the same or a different period, to net assets; or 

- a business combination. 

Current tax and deferred taxes are charged or credited to net assets if the tax relates to items that are credited or charged, in the 
same or a different period, to net assets. 
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1.4 Significant judgements and sources of estimation uncertainty (continued) 

Useful lives of property, plant and equipment and other assets 

The municipal entity's management determines the estimated useful lives and related depreciation charges for property, plant 
and equipment and other assets. This estimate is based on the pattern in which an asset's future economic benefits or service 
potential are expected to be consumed by the municipal entity. 

Effective interest rate 

The municipal entity used the prime interest rate to discount future cash flows. 

Allowance for impairment 

For receivables an impairment loss is recognised in surplus and deficit when there is objective evidence that it is impaired. The 
impairment is measured as the difference between the receivables carrying amount and the present value of estimated future 
cash flows discounted at the effective interest rate, computed at initial recognition. 

1.5 Property, plant and equipment 

Property, plant and equipment are tangible non-current assets (including infrastructure assets) that are held for use in the production 
or supply of goods or services, rental to others, or for administrative purposes, and are expected to be used during more than one 
period. 

The cost of an item of property, plant and equipment is recognised as an asset when: 

• it is probable that future economic benefits or service potential associated with the item will flow to the municipal entity; 
and 

• the cost or fair value of the item can be measured reliably. 

Property, plant and equipment is initially measured at cost. 

The cost of an item of property, plant and equipment is the purchase price and other costs attributable to bring the asset to the 
location and condition necessary for it to be capable of operating in the manner intended by management. Trade discounts and 
rebates are deducted in arriving at the cost. 

Where an asset is acquired through a non-exchange transaction, its cost is its fair value as at date of acquisition. 

Where an item of property, plant and equipment is acquired in exchange for a non-monetary asset or monetary assets, or a 
combination of monetary and non-monetary assets, the asset acquired is initially measured at fair value (the cost). If the acquired 
item's fair value was not determinable, its deemed cost is the carrying amount of the asset(s) given up. 

When significant components of an item of property, plant and equipment have different useful lives, they are accounted for as 
separate items (major components) of property, plant and equipment. 

Costs include costs incurred initially to acquire or construct an item of property, plant and equipment and costs incurred subsequently 
to add to, replace part of, or service it. If a replacement cost is recognised in the carrying amount of an item of property, plant and 
equipment, the carrying amount of the replaced part is derecognised. 

The initial estimate of the costs of dismantling and removing the item and restoring the site on which it is located is also included in 
the cost of property, plant and equipment, where the municipal entity is obligated to incur such expenditure, and where the 
obligation arises as a result of acquiring the asset or using it for purposes other than the production of inventories. 

Recognition of costs in the carrying amount of an item of property, plant and equipment ceases when the item is in the location and 
condition necessary for it to be capable of operating in the manner intended by management. 

Items such as spare parts, standby equipment and servicing equipment are recognised when they meet the definition of property, 
plant and equipment. 
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1.5 Property, plant and equipment (continued) 

Major inspection costs which are a condition of continuing use of an item of property, plant and equipment and which meet the 
recognition criteria above are included as a replacement in the cost of the item of property, plant and equipment. Any remaining 
inspection costs from the previous inspection are derecognised. 

Subsequent measurement: 

Cost model 

Motor vehicle and office equipment are carried at cost less accumulated depreciation and any impairment losses. 

Revaluation model 

Land,building, plant and machinery and infrastructure assets are carried at revalued amounts, being the fair value at the date of 
revaluation less any subsequent accumulated depreciation and subsequent accumulated impairment losses. 

Revaluations are made with sufficient regularity such that the carrying amount does not differ materially from that which would be 
determined using fair value at the end of the reporting period. 

When an item of property, plant and equipment is revalued, any accumulated depreciation at the date of the revaluation is restated 
proportionately with the change in the gross carrying amount of the asset so that the carrying amount of the asset after revaluation 
equals its revalued amount. 

Any increase in an asset's carrying amount, as a result of a revaluation, is credited directly to a revaluation surplus. The increase is 
recognised in surplus or deficit to the extent that it reverses a revaluation decrease of the same asset previously recognised in surplus 
or deficit. 

Any decrease in an asset's carrying amount, as a result of a revaluation, is recognised in surplus or deficit in the current period. The 
decrease is debited directly to a revaluation surplus to the extent of any credit balance existing in the revaluation surplus in respect of 
that class of asset. 

The revaluation surplus relating to an asset will be realised over time by transferring some or the whole of the surplus to 
accumulated surplus or deficit by way of, either: 

• Through the use of the asset: transferring the portion, as the asset to which the surplus relates to, is depreciated; or 

• When the asset is derecognised: transferring the portion, when the asset to which the surplus relates to, is disposed." 

An impairment loss on a non-revalued asset is recognised in surplus or deficit. However, an impairment loss on a revalued asset is 
recognised directly against any revaluation surplus for the asset to the extent that the impairment loss does not exceed the amount in 
the revaluation surplus for that same asset. 

Depreciation 

Property, plant and equipment are depreciated on the straight line basis over their expected useful lives to their estimated residual 
value. 

Depreciation is calculated over the depreciable amount, which is the cost or revaluation amount of an asset less its residual value. 
Depreciation commences when an asset is available for use and ceases when the asset is derecognised. 

Depreciation is recognised in surplus or deficit on a straight-line basis over the estimated useful lives of each part of an item of 
property, plant and equipment, since this most closely reflects the expected pattern of consumption of the future economic benefits 
embodied in the asset. Land is not depreciated. 

The useful lives of items of property, plant and equipment have been assessed as follows: 
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1.5 Property, plant and equipment (continued) 


Item 


Depreciation method Average useful life 


Land 

Buildings 

Office buildings 
Training centres 
Fixtures & fittings 
Motor vehicles 

Trucks and light delivery vehicles 
Ordinary motor vehicles 
Motorcycles 
Office equipment 

Computer hardware 
Computer machines 
Air conditioners 
Chairs 

Tables and desks 
Cabinets and cupboards 
Access control systems 
Security systems 
Household refuse bins 
Bulk refuse containers 
Fire hoses 

Other fire-fighting equipment 
Emergency lights 
eased assets 

Printing machines 
nfrastructure 
Generation 
HV Transformers 
HV Substation Equipment 
HV Lines 
HV Cables 
Buildings 
MV Transformers 
MV Switchgear 
MV Lines 
MV Cables 

MV Switching Station 
OH Line Equipment 
Service Connections 
LV Distribution Boxes 
LV Lines 
LV Cables 

Meters Consumer Credit 
Meters Consumer Prepaid 
Meter Consumer Electronic 
Meters Consumer Smart 
Load Control 
Protection 

Electrical Information Systems 
IT Equipment 
MV Batteries 
Security fencing 


Straight line 
Straight line 


Straight line 


Straight line 


Straight line 
Straight line 


Indefinite 

40 years 
40 years 
3 years 

5-7 years 
5-7 years 
3 years 

5 years 
3-5 years 
5-7 years 
7-10 years 
7-10 years 
7-10 years 
5 years 
5 years 
5 years 
10 years 
5 years 
15 years 
5 years 

3 years 

50 years 
40 years 
45 years 
40 years 
45 years 
50 years 
40 years 
45years 
50 years 
50 years 
45 years 
40 years 
45 years 
50 years 
45 years 
50 years 
20 years 
15 years 
15 years 
15 years 
15 years 
20 years 
7 years 
5 years 
20 years 
3 years 
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1.5 Property, plant and equipment (continued) 

• Street lights 45 years 

The municipal entity assesses at each reporting date whether there is any indication that the municipal entity's expectations about 
the residual value and the useful life of an asset have changed since the preceding reporting date. If any such indication exists, the 
municipal entity revises the expected useful life and/or residual value accordingly. The change is accounted for as a change in 
accounting estimate in terms of the Standard of GRAP on Accounting Policies, Changes in Estimates and Errors. 

Reviewing the useful life of an asset on an annual basis does not require the municipal entity to amend the previous estimate unless 
expectations differ from the previous estimate. 

Each part of an item of property, plant and equipment with a cost that is significant in relation to the total cost of the item is 
depreciated separately. 

The depreciation charge for each period is recognised in surplus or deficit unless it is included in the carrying amount of another asset. 

Items of property, plant and equipment are derecognised when the asset is disposed of or when there are no further economic 
benefits or service potential expected from the use of the asset. 

The gain or loss arising from the derecognition of an item of property, plant and equipment is included in surplus or deficit when the 
item is derecognised. The gain or loss arising from the derecognition of an item of property, plant and equipment is determined as 
the difference between the net disposal proceeds, if any, and the carrying amount of the item. 

1.6 Intangible assets 

An asset is identifiable if it either: 

• is separable, i.e. is capable of being separated or divided from an entity and sold, transferred, licensed, rented or 
exchanged, either individually or together with a related contract, identifiable assets or liability, regardless of whether the 
municipal entity intends to do so; or 

• arises from binding arrangements (including rights from contracts), regardless of whether those rights are transferable or 
separable from the municipal entity or from other rights and obligations. 

A binding arrangement describes an arrangement that confers similar rights and obligations on the parties to it as if it were in the 
form of a contract. 

Initial recognition 

An intangible asset is recognised when: 

• it is probable that the expected future economic benefits or service potential that are attributable to the asset will flow to 
the municipal entity; and 

• the cost or fair value of the asset can be measured reliably. 

The municipal entity assesses the probability of expected future economic benefits or service potential using reasonable and 
supportable assumptions that represent management's best estimate of the set of economic conditions that will exist over the useful 
life of the asset. 

Intangible assets are initially recognised at cost. 

Where an intangible asset is acquired through a non-exchange transaction, its initial cost at the date of acquisition is measured at its 
fair value as at that date. 

Expenditure on research (or on the research phase of an internal project) is recognised as an expense when it is incurred. 
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1.6 Intangible assets (continued) 

An intangible asset arising from development (or from the development phase of an internal project) is recognised when: 

• it is technically feasible to complete the asset so that it will be available for use or sale. 

• there is an intention to complete and use or sell it. 

• there is an ability to use or sell it. 

• it will generate probable future economic benefits or service potential. 

• there are available technical, financial and other resources to complete the development and to use or sell the asset. 

• the expenditure attributable to the asset during its development can be measured reliably. 

Servitudes are classified as intangible assets. Servitudes are rights that are not amortised as they have an indefinite useful life. 

Subsequent measuring 

Intangible assets are carried at cost less any accumulated amortisation and any impairment losses. 

Servitudes are subsequently measured in accordance with the revaluation model. 

The amortisation period and the amortisation method for intangible assets are reviewed at each reporting date. 

Other intangible assets that are acquired by the municipal entity and have finite useful lives are initially recognised at cost and 
subsequently measured at cost less accumulated amortisation and accumulated impairment losses. 

Where an intangible asset is acquired at no cost, or for a nominal cost, the cost is deemed to be its fair value as at the date of 
acquisition. 

Servitudes created through the exercise of legislation are not recognised as intangible assets and any costs incurred to register these 
servitudes are expensed. However, servitudes that are created through an agreement (contract) are recognised as intangible assets. 

Subsequent expenditure 

Expenditure on intangible assets shall be recognised as an expense when it is incurred unless it forms part of the cost of an intangible 
asset that meets the recognition criteria. All other expenditure, including expenditure on internally generated goodwill and customer 
lists, is recognised in surplus or deficit as incurred. 

Amortisation 

Amortisation is calculated over the cost of the asset, or other amount substituted for cost, less its residual value. 

Servitudes are not amortised as their nature are similar to that of land rights, which is not a depreciable item. Servitudes are rights 
that are not amortised as they have an indefinite useful life. 

Amortisation is recognised in surplus or deficit on a straight-line basis over the estimated useful lives of intangible assets, from the 
date that they are available for use, since this most closely reflects the expected pattern of consumption of the future economic 
benefits embodied in the asset. The estimated useful lives for the current and comparative periods are as follows: 

Item Useful life 

Computer software, licenses 1-5 years 

Servitudes Indefinite 

An intangible asset is regarded as having an indefinite useful life when, based on all relevant factors, there is no foreseeable limit 
to the period over which the asset is expected to generate net cash inflows or service potential. Amortisation is not provided for 
these intangible assets, but they are tested for impairment annually and whenever there is an indication that the asset may be 
impaired. Where the carrying amount of an item of an intangible asset is greater than the estimated recoverable amount, it is 
written down immediately to its recoverable amount and an impairment loss is charged to the Statement of financial 
performance. 
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1.6 Intangible assets (continued) 

Amortisation methods, useful lives and residual values are reviewed at each financial year-end and adjusted if appropriate. 
Intangible assets are derecognised on disposal or when no future economic benefits or services potential are expected from its 
use or disposal. The gain or loss is the difference between the net disposal proceeds, if any, and the carrying amount. It is 
recognised in the statement of financial performance when the asset is derecognised. 

Intangible assets are derecognised: 

• on disposal; or 

• when no future economic benefits or service potential are expected from its use or disposal. 

1.7 Commitments 

The term 'commitments' is not defined in any of the standards but may be referred to as the intention to commit to an outflow 
from the municipal entity of resources embodying economic benefits. 

Generally, a commitment arises when a decision is made to incur a liability e.g. a purchase contract. Such a decision is evidenced 
by, but not limited to, actions taken to determine the amount of the eventual resource outflow or a reliable estimate e.g. a quote, 
and conditions to be satisfied to establish an obligation e.g. delivery schedules. These preconditions ensure that the information 
relating to commitments is relevant and capable of reliable measurement. 

The municipal entity may enter into a contract on or before the reporting date for expenditure over subsequent accounting 
periods e.g. a contract for construction of infrastructure assets, the purchase of major items of plant and equipment or significant 
consultancy contracts. In these events, a commitment exists at the reporting date as the entity has contracted for expenditure but 
no work has started and no payments have been made. 

The notes to the financial statements must disclose the nature and amount of each material individual expenditure commitment 
and each material class of capital expenditure commitment as well as non-cancelable operating leases contracted for at the 
reporting date. Commitments for the supply of inventories, where a liability under a contract has not yet been recognised, do not 
require disclosure as a commitment. 

Disclosures are required in respect of unrecognised contractual commitments. 

Commitments for which disclosure is necessary to achieve a fair presentation is disclosed in a note to the financial statements, if 
both the following criteria are met: 

• contracts should be non-cancelable or only cancelable at significant cost (for example, contracts for computer or building 
maintenance services); and 

• contracts should relate to something other than the routine, steady, state business of the municipal entity-therefore salary 
commitments relating to employment contracts or social security benefit commitments are excluded. 

1.8 Financial instruments 

A financial instrument is any contract that gives rise to a financial asset of one entity and a financial liability or a residual interest 
of another entity. 

The amortised cost of a financial asset or financial liability is the amount at which the financial asset or financial liability is 
measured at initial recognition minus principal repayments, plus or minus the cumulative amortisation using the effective interest 
method of any difference between that initial amount and the maturity amount, and minus any reduction (directly or through the 
use of an allowance account) for impairment or uncollectibility. 

A concessionary loan is a loan granted to or received by an entity on terms that are not market related. 

Currency risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate because of changes in 
foreign exchange rates. 

Derecognition is the removal of a previously recognised financial asset or -liability from an entity's statement of financial position. 
A derivative is a financial instrument or other contract with all three of the following characteristics: 
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1.8 Financial instruments (continued) 

• Its value changes in response to the change in a specified interest rate, financial instrument price, commodity price, foreign 
exchange rate, index of prices or rates, credit rating or credit index, or other variable, provided in the case of a non-financial 
variable that the variable is not specific to a party to the contract (sometimes called the 'underlying'). 

• It requires no initial net investment or an initial net investment that is smaller than would be required for other types of 
contracts that would be expected to have a similar response to changes in market factors. 

• It is settled at a future date. 

The effective interest method is a method of calculating the amortised cost of a financial asset or -liability (or group of financial 
assets or -liabilities) and of allocating the interest income or interest expense over the relevant period. The effective interest rate 
is the rate that exactly discounts estimated future cash payments or receipts through the expected life of the financial instrument 
or, when appropriate, a shorter period to the net carrying amount of the financial asset or financial liability. When calculating the 
effective interest rate, an entity shall estimate cash flows considering all contractual terms of the financial instrument but shall 
not consider future credit losses. The calculation includes all fees and points paid or received between parties to the contract that 
are an integral part of the effective interest rate, transaction costs, and all other premiums or discounts. There is a presumption 
that the cash flows and the expected life of a group of similar financial instruments can be estimated reliably. However, in those 
rare cases when it is not possible to reliably estimate the cash flows or the expected life of a financial instrument (or group of 
financial instruments), the entity shall use the contractual cash flows over the full contractual term of the financial instrument (or 
group of financial instruments). 

Fair value is the amount for which an asset could be exchanged, or a liability settled, between knowledgeable willing parties in an 
arm's length transaction. 

A financial asset is: 

• cash; 

• a residual interest of another entity; or 

■ a contractual right to: 

- receive cash or another financial asset from another entity; or 

exchange financial assets or financial liabilities with another entity under conditions that are potentially favourable to 
the entity. 

A financial guarantee contract is a contract that requires the issuer to make specified payments to reimburse the holder for a loss 
it incurs because a specified debtor fails to make payment when due in accordance with the original or modified terms of a debt 
instrument. 

A financial liability is any liability that is a contractual obligation to: 

• deliver cash or another financial asset to another entity; or 

• exchange financial assets or financial liabilities under conditions that are potentially unfavourable to the entity. 

Interest rate risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate because of changes in 
market interest rates. 

Liquidity risk is the risk encountered by an entity in the event of difficulty in meeting obligations associated with financial liabilities 
that are settled by delivering cash or another financial asset. 

Loan commitment is a firm commitment to provide credit under pre-specified terms and conditions. 

Loans payable are financial liabilities, other than short-term payables on normal credit terms. 

Market risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate because of changes in market 
prices. Market risk comprises three types of risk: currency risk, interest rate risk and other price risk. 

Other price risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate because of changes in 
market prices (other than those arising from interest rate risk or currency risk), whether those changes are caused by factors 
specific to the individual financial instrument or its issuer, or factors affecting all similar financial instruments traded in the 
market. 

A financial asset is past due when a counterparty has failed to make a payment when contractually due. 
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1.8 Financial instruments (continued) 

A residual interest is any contract that manifests an interest in the assets of an entity after deducting all of its liabilities. A residual 
interest includes contributions from owners, which may be shown as: 

• equity instruments or similar forms of unitised capital; 

• a formal designation of a transfer of resources (or a class of such transfers) by the parties to the transaction as forming part 
of an entity's net assets, either before the contribution occurs or at the time of the contribution; or 

• a formal agreement, in relation to the contribution, establishing or increasing an existing financial interest in the net assets 
of an entity. 

Transaction costs are incremental costs that are directly attributable to the acquisition, issue or disposal of a financial asset or 
financial liability. An incremental cost is one that would not have been incurred if the municipal entity had not acquired, issued or 
disposed of the financial instrument. 

Financial instruments at amortised cost are non-derivative financial assets or non-derivative financial liabilities that have fixed or 
determinable payments, excluding those instruments that: 

• the municipal entity designates at fair value at initial recognition; or 

• are held for trading. 

Financial instruments at cost are investments in residual interests that do not have a quoted market price in an active market, and 
whose fair value cannot be reliably measured. 

Financial instruments at fair value comprise financial assets or financial liabilities that are: 

• derivatives; 

• combined instruments that are designated at fair value; 

• instruments held for trading. A financial instrument is held for trading if: 

- it is acquired or incurred principally for the purpose of selling or repurchasing it in the near-term; or 

- on initial recognition it is part of a portfolio of identified financial instruments that are managed together and for 
which there is evidence of a recent actual pattern of short term profit-taking; 

- non-derivative financial assets or financial liabilities with fixed or determinable payments that are designated at fair 
value at initial recognition in accordance with paragraph 17 of GRAP 104; and 

- financial instruments that do not meet the definition of financial instruments at amortised cost or financial 
instruments at cost. 

Classification 

The municipal entity has the following types of financial assets (classes and category) as reflected on the face of the statement of 
financial position or in the notes thereto: 


Class 

Other financial assets 

Cash and cash equivalents 

Investments 

Consumer receivables 

Receivables from exchange transactions 


Category 

Financial asset measured at amortised cost 
Financial asset measured at amortised cost 
Financial asset measured at amortised cost 
Financial asset measured at amortised cost 
Financial asset measured at amortised cost 


The municipal entity has the following types of financial liabilities (classes and category) as reflected on the face of the statement 
of financial position or in the notes thereto: 


Class 

Other non-current liabilities 

Other current liabilities 

Consumer deposit 

Finance lease obligation 

Loan from shareholder 

Payable from exchange transactions 


Category 

Financial liability measured at amortised 
Financial liability measured at amortised 
Financial liability measured at amortised 
Financial liability measured at amortised 
Financial liability measured at amortised 
Financial liability measured at amortised 


cost 

cost 

cost 

cost 

cost 

cost 
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1.8 Financial instruments (continued) 

Initial recognition 

The municipal entity recognises a financial asset or a financial liability in its statement of financial position when the municipal 
entity becomes a party to the contractual provisions of the instrument. 

The municipal entity recognises financial assets using trade date accounting. 

Initial measurement of financial assets and financial liabilities 

The municipal entity measures a financial asset and financial liability initially at its fair value plus, in the case of a financial asset or 
a liability not subsequently measured at fair value, transaction costs that are directly attributable to the acquisition or issue of the 
financial asset or financial liability. 

The municipal entity first assesses whether the substance of a concessionary loan is in fact a loan. On initial recognition, the 
municipal entity analyses a concessionary loan into its component parts and accounts for each component separately. The 
municipal entity accounts for that part of a concessionary loan that is: 

• a social benefit in accordance with the Framework for the Preparation and Presentation of Financial Statements, where it is 
the issuer of the loan; or 

• non-exchange revenue, in accordance with the Standard of GRAP on Revenue from Non-exchange Transactions (Taxes and 
Transfers), where it is the recipient of the loan. 
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1.8 Financial instruments (continued) 

Subsequent measurement of financial assets and financial liabilities 

The municipal entity measures all financial assets and financial liabilities after initial recognition using the following categories: 

• Financial instruments at fair value. 

• Financial instruments at amortised cost. 

• Financial instruments at cost. 

All financial assets measured at amortised cost, or cost, are subject to an impairment review. 

Fair value measurement considerations 

The best evidence of fair value is quoted prices in an active market, if the market for a financial instrument is not active, the 
municipal entity establishes fair value by using a valuation technique. The objective of using a valuation technique is to establish 
what the transaction price would have been on the measurement date in an arm's length exchange motivated by normal 
operating considerations. Valuation techniques include using recent arm's length market transactions between knowledgeable, 
willing parties, if available, reference to the current fair value of another instrument that is substantially the same and discounted 
cash flow analysis and option pricing models. If there is a valuation technique commonly used by market participants to price the 
instrument and that technique has been demonstrated to provide reliable estimates of prices obtained in actual market 
transactions, the municipal entity uses that technique. The chosen valuation technique makes maximum use of market inputs and 
relies as little as possible on entity-specific inputs. It incorporates all factors that market participants would consider in setting a 
price and is consistent with accepted economic methodologies for pricing financial instruments. Periodically, an entity calibrates 
the valuation technique and tests it for validity using prices from any observable current market transactions in the same 
instrument (i.e. without modification or repackaging) or based on any available observable market data. 

The fair value of a financial liability with a demand feature (e.g. a demand deposit) is not less than the amount payable on 
demand, discounted from the first date that the amount could be required to be paid. 

Short-term receivables and payables are not discounted where the initial credit period granted or received consistent with terms 
is used in the public sector, either through established practices or legislation. 

Reclassification 

The municipal entity does not reclassify a financial instrument while it is issued or held unless it is: 

• combined instrument that is required to be measured at fair value; or 

• an investment in a residual interest that meets the requirements for reclassification. 

Where the municipal entity cannot reliably measure the fair value of an embedded derivative that has been separated from a host 
contract that is a financial instrument at a subsequent reporting date, it measures the combined instrument at fair value. This 
requires a reclassification of the instrument from amortised cost or cost to fair value. 

If fair value can no longer be measured reliably for an investment in a residual interest measured at fair value, the municipal 
entity reclassifies the investment from fair value to cost. The carrying amount at the date that fair value is no longer available 
becomes the cost. 

If a reliable measure becomes available for an investment in a residual interest for which a measure was previously not available, 
and the instrument would have been required to be measured at fair value, the municipal entity reclassifies the instrument from 
cost to fair value. 

Gains and losses 

A gain or loss arising from a change in the fair value of a financial asset or financial liability measured at fair value is recognised in 
surplus or deficit. 

The impact of the fair value gains or losses is taken into account in the calculation of current and deferred taxation. 

For financial assets and financial liabilities measured at amortised cost or cost, a gain or loss is recognised in surplus or deficit 
when the financial asset or financial liability is derecognised or impaired, or through the amortisation process. 
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1.8 Financial instruments (continued) 

Impairment and uncollectibility of financial assets 

The municipal entity assess at the end of each reporting period whether there is any objective evidence that a financial asset or 
group of financial assets is impaired. 

Financial assets measured at amortised cost: 

If there is objective evidence that an impairment loss on financial assets measured at amortised cost has been incurred, the 
amount of the loss is measured as the difference between the asset's carrying amount and the present value of estimated future 
cash flows (excluding future credit losses that have not been incurred) discounted at the financial asset's original effective interest 
rate. The carrying amount of the asset is reduced directly (i.e. in the cases of other receivables and investments) or through the 
use of an allowance account (i.e. in the case of consumer receivables). The amount of the loss is recognised in surplus or deficit. 

If, in a subsequent period, the amount of the impairment loss decreases and the decrease can be related objectively to an event 
occurring after the impairment was recognised, the previously recognised impairment loss is reversed directly OR by adjusting an 
allowance account. The reversal does not result in a carrying amount of the financial asset that exceeds what the amortised cost 
would have been had the impairment not been recognised at the date the impairment is reversed. The amount of the reversal is 
recognised in surplus or deficit. 

For amounts due to the municipal entity, significant financial difficulties of the receivable, probability that the receivable will 
enter bankruptcy and default of payments are all considered indicators of impairment. 

Financial assets measured at cost: 

If there is objective evidence that an impairment loss has been incurred on an investment in a residual interest that is not 
measured at fair value because its fair value cannot be measured reliably, the amount of the impairment loss is measured as the 
difference between the carrying amount of the financial asset and the present value of estimated future cash flows discounted at 
the current market rate of return for a similar financial asset. Such impairment losses are not reversed. 

Where financial assets are impaired through the use of an allowance account, the amount of the loss is recognised in surplus or 
deficit within operating expenses. When such financial assets are written off, the write off is made against the relevant allowance 
account. Subsequent recoveries of amounts previously written off are credited against operating expenses. 
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1.8 Financial instruments (continued] 

Derecognition 
Financial assets 

The municipal entity derecognises financial assets using trade date accounting. 

The municipal entity derecognises a financial asset only when: 

• the contractual rights to the cash flows from the financial asset expire, are settled or waived; 

• the municipal entity transfers to another party substantially all of the risks and rewards of ownership of the financial asset; 
or 

• the municipal entity, despite having retained some significant risks and rewards of ownership of the financial asset, has 
transferred control of the asset to another party and the other party has the practical ability to sell the asset in its entirety 
to an unrelated third party, and is able to exercise that ability unilaterally and without needing to impose additional 
restrictions on the transfer. In this case, the municipal entity : 

derecognise the asset; and 

- recognise separately any rights and obligations created or retained in the transfer. 

The carrying amounts of the transferred asset are allocated between the rights or obligations retained and those transferred on 
the basis of their relative fair values at the transfer date. Newly created rights and obligations are measured at their fair values at 
that date. Any difference between the consideration received and the amounts recognised and derecognised is recognised in 
surplus or deficit in the period of the transfer. 

If the municipal entity transfers a financial asset in a transfer that qualifies for derecognition in its entirety and retains the right to 
service the financial asset for a fee, it recognise either a servicing asset or a servicing liability for that servicing contract. If the fee 
to be received is not expected to compensate the municipal entity adequately for performing the servicing, a servicing liability for 
the servicing obligation is recognised at its fair value. If the fee to be received is expected to be more than adequate 
compensation for the servicing, a servicing asset is recognised for the servicing right at an amount determined on the basis of an 
allocation of the carrying amount of the larger financial asset. 

If, as a result of a transfer, a financial asset is derecognised in its entirety but the transfer results in the municipal entity obtaining 
a new financial asset or assuming a new financial liability, or a servicing liability, the municipal entity recognise the new financial 
asset, financial liability or servicing liability at fair value. 

On derecognition of a financial asset in its entirety, the difference between the carrying amount and the sum of the consideration 
received is recognised in surplus or deficit. 

If the transferred asset is part of a larger financial asset and the part transferred qualifies for derecognition in its entirety, the 
previous carrying amount of the larger financial asset is allocated between the part that continues to be recognised and the part 
that is derecognised, based on the relative fair values of those parts, on the date of the transfer. For this purpose, a retained 
servicing asset is treated as a part that continues to be recognised. The difference between the carrying amount allocated to the 
part derecognised and the sum of the consideration received for the part derecognised is recognised in surplus or deficit. 

If a transfer does not result in derecognition because the municipal entity has retained substantially all the risks and rewards of 
ownership of the transferred asset, the municipal entity continue to recognise the transferred asset in its entirety and recognise a 
financial liability for the consideration received. In subsequent periods, the municipal entity recognises any revenue on the 
transferred asset and any expense incurred on the financial liability. Neither the asset, and the associated liability nor the 
revenue, and the associated expenses are offset. 

Financial liabilities 

The municipal entity removes a financial liability (or a part of a financial liability) from its statement of financial position when it is 
extinguished — i.e. when the obligation specified in the contract is discharged, cancelled, expires or waived. 

An exchange between an existing borrower and lender of debt instruments with substantially different terms is accounted for as 
having extinguished the original financial liability and a new financial liability is recognised. Similarly, a substantial modification of 
the terms of an existing financial liability or a part of it is accounted for as having extinguished the original financial liability and 
having recognised a new financial liability. 
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1.8 Financial instruments (continued) 

The difference between the carrying amount of a financial liability (or part of a financial liability) extinguished or transferred to 
another party and the consideration paid, including any non-cash assets transferred or liabilities assumed, is recognised in surplus 
or deficit. Any liabilities that are waived, forgiven or assumed by another entity by way of a non-exchange transaction are 
accounted for in accordance with the Standard of GRAP on Revenue from Non-exchange Transactions (Taxes and Transfers). 

Presentation 

Interest relating to a financial instrument or a component that is a financial liability is recognised as revenue or expense in surplus 
deficit. 

Dividends or similar distributions relating to a financial instrument or a component that is a financial liability is recognised as revenue 
or expense in surplus or deficit. 

Losses and gains relating to a financial instrument or a component that is a financial liability is recognised as revenue or expense in 
surplus or deficit. 

Distributions to holders of residual interests are recognised by the municipal entity directly in net assets. Transaction costs incurred 
on residual interests are accounted for as a deduction from net assets. Income tax [where applicable] relating to distributions to 
holders of residual interests and to transaction costs incurred on residual interests are accounted for in accordance with the 
International Accounting Standard on Income Taxes. 

A financial asset and a financial liability are only offset and the net amount presented in the statement of financial position when the 
municipal entity currently has a legally enforceable right to set off the recognised amounts and intends either to settle on a net basis, 
or to realise the asset and settle the liability simultaneously. 

In accounting for a transfer of a financial asset that does not qualify for derecognition, the municipal entity does not offset the 
transferred asset and the associated liability. 

Cash and cash equivalents 

Cash and cash equivalents comprise of cash on hand and demand deposits, and other short-term highly liquid investments that are 
readily convertible to a known amount of cash and are subject to an insignificant risk of changes in value. These are initially and 
subsequently recorded at amortised cost. Fair value approximates the carrying amount. However, where the asset is not readily 
convertible into cash amounts for a period exceeding three months these are treated as investments. 

1.9 Tax 

Current tax assets and liabilities 

Current tax for current and prior periods is, to the extent unpaid, recognised as a liability. If the amount already paid in respect of 
current and prior periods exceeds the amount due for those periods, the excess is recognised as an asset. 

Current tax liabilities (assets) for the current and prior periods are measured at the amount expected to be paid to or recovered 
from the tax authorities, using the tax rates (and tax laws) that have been enacted or substantively enacted by the end of the 
reporting period. 
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1.9 Tax (continued) 

Deferred tax assets and liabilities 

A deferred tax liability is recognised for all taxable temporary differences, except to the extent that the deferred tax liability arises 
from the initial recognition of an asset or liability in a transaction which at the time of the transaction, affects neither accounting 
surplus nor taxable profit (tax loss). 

A deferred tax asset is recognised for all deductible temporary differences to the extent that it is probable that taxable surplus will 
be available against which the deductible temporary difference can be utilised. A deferred tax asset is not recognised when it 
arises from the initial recognition of an asset or liability in a transaction at the time of the transaction, affects neither accounting 
surplus nor taxable profit (tax loss). 

A deferred tax asset is recognised for the carry forward of unused tax losses and unused STC credits to the extent that it is 
probable that future taxable surplus will be available against which the unused tax losses and unused STC credits can be utilised. 

Deferred tax assets and liabilities are measured at the tax rates that are expected to apply to the period when the asset is realised 
or the liability is settled, based on tax rates (and tax laws) that have been enacted or substantively enacted by the end of the 
reporting period. 

Current tax and deferred taxes are recognised in net assets if the tax relates to items that are credited or recognised, in the same 
or a different period, to net assets. 

Value added tax (VAT) 

The municipal entity is registered with the South African Revenue Services (SARS) for VAT on the payments/cash basis, in 
accordance with Section 15(2) of the VAT Act (Act No. 89 of 1991) and accounts for VAT on this basis. The municipal entity is 
liable to account for VAT at the standard rate (14%) in terms of section 7 (1) (a) of the VAT Act in respect of the supply of goods or 
services, except where the supplies are specifically zero-rated in terms of section 11, exempted in terms of section 12 of the VAT 
Act or are scoped out for VAT purposes. The municipal entity accounts for VAT on a monthly basis. 

1.10 Leases 

A lease is classified as a finance lease if it transfers substantially all the risks and rewards incidental to ownership. A lease is 
classified as an operating lease if it does not transfer substantially all the risks and rewards incidental to ownership. 

When a lease includes both land and buildings elements, the municipal entity assesses the classification of each element 
separately. 
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1.10 Leases (continued) 

Finance leases - municipal entity as lessee 

Finance leases are recognised as assets and liabilities in the statement of financial position at amounts equal to the fair value of 
the leased property or, if lower, the present value of the minimum lease payments. The corresponding liability to the lessor is 
included in the statement of financial position as a finance lease obligation. 

The discount rate used in calculating the present value of the minimum lease payments is the interest rate implicit in the lease or 
where no interest rate implicit in the lease is available, the rate used is the municipal entity's incremental borrowing rate. 

Minimum lease payments are apportioned between the finance charge and reduction of the outstanding liability. The finance 
charge is allocated to each period during the lease term so as to produce a constant periodic rate on the remaining balance of the 
liability. 

Any contingent rents are expensed in the period in which they are incurred. 

Subsequent to initial recognition, the asset is accounted for in accordance with the accounting policy applicable to that asset. 

Assets held under finance leases are depreciated over their expected useful lives on the same basis as owned assets, or where 
shorter, the term of the relevant lease. 

The determination of whether an arrangement is, or contains a lease is based on the substance of the arrangement at inception 
date of whether the fulfillment of the arrangement is dependent on the use of a specific asset or assets or the arrangement 
conveys a right to use the asset. 

Operating leases - lessee 

Operating lease payments are recognised as an expense on a straight-line basis over the lease term. The difference between the 
amounts recognised as an expense and the contractual payments are recognised as an operating lease asset or liability. 

Lease incentives received are recognised as an integral part of the total lease expense, over the term of the lease. 

1.11 Inventories 

Inventories are initially measured at cost except where inventories are acquired through a non-exchange transaction, then their 
costs are their fair value as at the date of acquisition. 

Subsequently inventories are measured at the lower of cost and net realisable value. 

Inventories are measured at the lower of cost and current replacement cost where they are held for; 

• distribution at no charge or for a nominal charge; or 

* consumption in the production process of goods to be distributed at no charge or for a nominal charge. 

Net realisable value is the estimated selling price in the ordinary course of operations less the estimated costs of completion and 
the estimated costs necessary to make the sale, exchange or distribution. 

Current replacement cost is the cost the municipal entity incurs to acquire the asset on the reporting date. 

The cost of inventories comprises of all costs of purchase, costs of conversion and other costs incurred in bringing the inventories 
to their present location and condition. 

The cost of inventories of items that are not ordinarily interchangeable and goods or services produced and segregated for 
specific projects is assigned using specific identification of the individual costs. 

The cost of inventories is assigned using the first-in, first-out (FIFO) formula. The same cost formula is used for all inventories 
having a similar nature and use to the municipal entity. 
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1.11 Inventories (continued) 

When inventories are sold, the carrying amounts of those inventories are recognised as an expense in the period in which the 
related revenue is recognised. If there is no related revenue, the expenses are recognised when the goods are distributed, or 
related services are rendered. The amount of any write-down of inventories to net realisable value or current replacement cost 
and all losses of inventories are recognised as an expense in the period the write-down or loss occurs. The amount of any reversal 
of any write-down of inventories, arising from an increase in net realisable value or current replacement cost, are recognised as a 
reduction in the amount of inventories recognised as an expense in the period in which the reversal occurs. 

1.12 Impairment of cash-generating assets 

Cash-generating assets are assets managed with the objective of generating a commercial return. An asset generates a 
commercial return when it is deployed in a manner consistent with that adopted by a profit-oriented entity. 

Impairment is a loss in the future economic benefits or service potential of an asset, over and above the systematic recognition of 
the loss of the asset's future economic benefits or service potential through depreciation (amortisation). 

Carrying amount is the amount at which an asset is recognised in the statement of financial position after deducting any 
accumulated depreciation and accumulated impairment losses thereon. 

A cash-generating unit is the smallest identifiable group of assets managed with the objective of generating a commercial return 
that generates cash inflows from continuing use that are largely independent of the cash inflows from other assets or groups of 
assets. 

Costs of disposal are incremental costs directly attributable to the disposal of an asset, excluding finance costs and income tax 
expense. 

Depreciation (Amortisation) is the systematic allocation of the depreciable amount of an asset over its useful life. 

Fair value less costs to sell is the amount obtainable from the sale of an asset in an arm's length transaction between 
knowledgeable, willing parties, less the costs of disposal. 

Recoverable amount of an asset or a cash-generating unit is the higher its fair value less costs to sell and its value in use. 

Useful life is either: 

(a) the period of time over which an asset is expected to be used by the municipal entity; or 

(b) the number of production or similar units expected to be obtained from the asset by the municipal entity. 

The entity classifies all assets held with the primary objective of generating a commercial return as cash-generating assets. All 
other assets are classified as non-cash-generating assets. 

Identification 

When the carrying amount of a cash-generating asset exceeds its recoverable amount, it is impaired. 

The municipal entity assesses at each reporting date whether there is any indication that a cash-generating asset may be 
impaired. If any such indication exists, the municipal entity estimates the recoverable amount of the asset. 

Irrespective of whether there is any indication of impairment, the municipal entity also test a cash-generating intangible asset 
with an indefinite useful life or a cash-generating intangible asset not yet available for use for impairment annually by comparing 
its carrying amount with its recoverable amount. This impairment test is performed at the same time every year. If an intangible 
asset was initially recognised during the current reporting period, that intangible asset was tested for impairment before the end 
of the current reporting period. 
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1.12 Impairment of cash-generating assets (continued) 

Value in use 

Value in use of a cash-generating asset is the present value of the estimated future cash flows expected to be derived from the 
continuing use of an asset and from its disposal at the end of its useful life. 

When estimating the value in use of an asset, the municipal entity estimates the future cash inflows and outflows to be derived 
from continuing use of the asset and from its ultimate disposal and the municipal entity applies the appropriate discount rate to 
those future cash flows. 

Where it is not practical to determine the fair value less costs to sell, the municipal entity uses the value in use. 

Basis for estimates of future cash flows 
In measuring value in use the municipal entity: 

• base cash flow projections on reasonable and supportable assumptions that represent management's best estimate of the 
range of economic conditions that will exist over the remaining useful life of the asset. Greater weight is given to external 
evidence; 

• base cash flow projections on the most recent approved financial budgets/forecasts, but excludes any estimated future cash 
inflows or outflows expected to arise from future restructuring or from improving or enhancing the asset's performance. 
Projections based on these budgets/forecasts covers a maximum period of five years, unless a longer period can be 
justified; and 

• estimate cash flow projections beyond the period covered by the most recent budgets/forecasts by extrapolating the 
projections based on the budgets/forecasts using a steady or declining growth rate for subsequent years, unless an 
increasing rate can be justified. This growth rate does not exceed the long-term average growth rate for the products, 
industries, or country or countries in which the municipal entity operates, or for the market in which the asset is used, 
unless a higher rate can be justified. 

Composition of estimates of future cash flows 

Estimates of future cash flows include: 

• projections of cash inflows from the continuing use of the asset; 

• projections of cash outflows that are necessarily incurred to generate the cash inflows from continuing use of the asset 
(including cash outflows to prepare the asset for use) and can be directly attributed, or allocated on a reasonable and 
consistent basis, to the asset; and 

• net cash flows, if any, to be received (or paid) for the disposal of the asset at the end of its useful life. 

Estimates of future cash flows exclude: 

• cash inflows or outflows from financing activities; and 

• income tax receipts or payments. 

The estimate of net cash flows to be received (or paid) for the disposal of an asset at the end of its useful life is the amount that 
the municipal entity expects to obtain from the disposal of the asset in an arm's length transaction between knowledgeable, 
willing parties, after deducting the estimated costs of disposal. 

Discount rate 

The discount rate is a pre-tax rate that reflects current market assessments of the time value of money, represented by the 
current risk-free rate of interest and the risks specific to the asset for which the future cash flow estimates have not been 
adjusted. 
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1.12 Impairment of cash-generating assets (continued) 

Recognition and measurement (individual asset) 

If the recoverable amount of a cash-generating asset is less than its carrying amount, the carrying amount of the asset is reduced 
to its recoverable amount. This reduction is an impairment loss. 

An impairment loss is recognised immediately in surplus or deficit. 

Any impairment loss of a revalued cash-generating asset is treated as a revaluation decrease. 

When the amount estimated for an impairment loss is greater than the carrying amount of the cash-generating asset to which it 
relates, the municipal entity recognises a liability only to the extent that is a requirement in the Standard of GRAP. 

After the recognition of an impairment loss, the depreciation (amortisation) charge for the cash-generating asset is adjusted in 
future periods to allocate the cash-generating asset's revised carrying amount, less its residual value (if any), on a systematic basis 
over its remaining useful life. 

Cash-generating units 

If there is any indication that an asset may be impaired, the recoverable amount is estimated for the individual asset. If it is not 
possible to estimate the recoverable amount of the individual asset, the municipal entity determines the recoverable amount of 
the cash-generating unit to which the asset belongs {the asset's cash-generating unit). 

If an active market exists for the output produced by an asset or group of assets, that asset or group of assets is identified as a 
cash-generating unit, even if some or all of the output is used internally. If the cash inflows generated by any asset or cash¬ 
generating unit are affected by internal transfer pricing, the municipal entity use management's best estimate of future price(s) 
that could be achieved in arm's length transactions in estimating: 

• the future cash inflows used to determine the asset's or cash-generating unit's value in use; and 

• the future cash outflows used to determine the value in use of any other assets or cash-generating units that are affected by 
the internal transfer pricing. 

Cash-generating units are identified consistently from period to period for the same asset or types of assets, unless a change is 
justified. 

The carrying amount of a cash-generating unit is determined on a basis consistent with the way the recoverable amount of the 
cash-generating unit is determined. 

An impairment loss is recognised for a cash-generating unit if the recoverable amount of the unit is less than the carrying amount 
of the unit. The impairment is allocated to reduce the carrying amount of the cash-generating assets of the unit on a pro rata 
basis, based on the carrying amount of each asset in the unit. These reductions in carrying amounts are treated as impairment 
losses on individual assets. 

In allocating an impairment loss, the municipal entity does not reduce the carrying amount of an asset below the highest of: 

• its fair value less costs to sell (if determinable); 

• its value in use (if determinable); and 

• zero. 

The amount of the impairment loss that would otherwise have been allocated to the asset is allocated pro rata to the other cash¬ 
generating assets of the unit. 

Where a non-cash-generating asset contributes to a cash-generating unit, a proportion of the carrying amount of that non-cash- 
generating asset is allocated to the carrying amount of the cash-generating unit prior to estimation of the recoverable amount of 
the cash-generating unit. 
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1.12 Impairment of cash-generating assets (continued) 

Reversal of impairment loss 

The municipal entity assesses at each reporting date whether there is any indication that an impairment loss recognised in prior 
periods for a cash-generating asset may no longer exist or may have decreased. If any such indication exists, the municipal entity 
estimates the recoverable amount of that asset. 

An impairment loss recognised in prior periods for a cash-generating asset is reversed if there has been a change in the estimates 
used to determine the asset's recoverable amount since the last impairment loss was recognised. The carrying amount of the 
asset is increased to its recoverable amount. The increase is a reversal of an impairment loss. The increased carrying amount of an 
asset attributable to a reversal of an impairment loss does not exceed the carrying amount that would have been determined (net 
of depreciation or amortisation) had no impairment loss been recognised for the asset in prior periods. 

A reversal of an impairment loss for a cash-generating asset is recognised immediately in surplus or deficit. 

Any reversal of an impairment loss of a revalued cash-generating asset is treated as a revaluation increase. 

After a reversal of an impairment loss is recognised, the depreciation (amortisation) charge for the cash-generating asset is 
adjusted in future periods to allocate the cash-generating asset's revised carrying amount, less its residual value (if any), on a 
systematic basis over its remaining useful life. 

A reversal of an impairment loss for a cash-generating unit is allocated to the cash-generating assets of the unit pro rata with the 
carrying amounts of those assets. These increases in carrying amounts are treated as reversals of impairment losses for individual 
assets. No part of the amount of such a reversal is allocated to a non-cash-generating asset contributing service potential to a 
cash-generating unit. 

In allocating a reversal of an impairment loss for a cash-generating unit, the carrying amount of an asset is not increased above 
the lower of: 

• its recoverable amount (if determinable); and 

• the carrying amount that would have been determined (net of amortisation or depreciation) had no impairment loss been 
recognised for the asset in prior periods. 

The amount of the reversal of the impairment loss that would otherwise have been allocated to the asset is allocated pro rata to 
the other assets of the unit. 

Redesignation 

The redesignation of assets from a cash-generating asset to a non-cash-generating asset or from a non-cash-generating asset to a 
cash-generating asset only occur when there is clear evidence that such a redesignation is appropriate. 

1.13 Impairment of non-cash-generating assets 

Non-cash-generating assets are assets other than cash-generating assets. 

Impairment is a loss in the future economic benefits or service potential of an asset, over and above the systematic recognition of 
the loss of the asset's future economic benefits or service potential through depreciation (amortisation). 

Carrying amount is the amount at which an asset is recognised in the statement of financial position after deducting any 
accumulated depreciation and accumulated impairment losses thereon. 

A cash-generating unit is the smallest identifiable group of assets managed with the objective of generating a commercial return 
that generates cash inflows from continuing use that are largely independent of the cash inflows from other assets or groups of 
assets. 

Costs of disposal are incremental costs directly attributable to the disposal of an asset, excluding finance costs and income tax 
expense. 

Depreciation (Amortisation) is the systematic allocation of the depreciable amount of an asset over its useful life. 
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1.13 Impairment of non-cash-generating assets (continued) 

Fair value less costs to sell is the amount obtainable from the sale of an asset in an arm's length transaction between 
knowledgeable, willing parties, less the costs of disposal. 

Recoverable service amount is the higher of a non-cash-generating asset's fair value less costs to sell and its value in use. 

Useful life is either: 

(a) the period of time over which an asset is expected to be used by the municipal entity; or 

(b) the number of production or similar units expected to be obtained from the asset by the municipal entity. 

The entity classifies all assets held with the primary objective of generating a commercial return as cash-generating assets. All 
other assets are classified as non-cash-generating assets. 

Identification 

When the carrying amount of a non-cash-generating asset exceeds its recoverable service amount, it is impaired. 

The municipal entity assesses at each reporting date whether there is any indication that a non-cash-generating asset may be 
impaired. If any such indication exists, the municipal entity estimates the recoverable service amount of the asset. 

Irrespective of whether there is any indication of impairment, the municipal entity also tests a non-cash-generating intangible 
asset with an indefinite useful life or a non-cash-generating intangible asset not yet available for use for impairment annually by 
comparing its carrying amount with its recoverable service amount. This impairment test is performed at the same time every 
year. If an intangible asset was initially recognised during the current reporting period, that intangible asset was tested for 
impairment before the end of the current reporting period. 

Value in use 

Where it is not practical to determine the fair value less costs to sell, the municipal entity uses the value in use. 

Value in use of non-cash-generating assets is the present value of the non-cash-generating assets remaining service potential. 

The present value of the remaining service potential of a non-cash-generating assets is determined using the following approach: 

Depreciated replacement cost approach 

The present value of the remaining service potential of a non-cash-generating asset is determined as the depreciated replacement 
cost of the asset. The replacement cost of an asset is the cost to replace the asset's gross service potential. This cost is 
depreciated to reflect the asset in its used condition. An asset may be replaced either through reproduction (replication) of the 
existing asset or through replacement of its gross service potential. The depreciated replacement cost is measured as the 
reproduction or replacement cost of the asset, whichever is lower, less accumulated depreciation calculated on the basis of such 
cost, to reflect the already consumed or expired service potential of the asset. 

The replacement cost and reproduction cost of an asset is determined on an "optimised" basis. The rationale is that the municipal 
entity would not replace or reproduce the asset with a like asset if the asset to be replaced or reproduced is an overdesigned or 
overcapacity asset. Overdesigned assets contain features which are unnecessary for the goods or services the asset provides. 
Overcapacity assets are assets that have a greater capacity than is necessary to meet the demand for goods or services the asset 
provides. The determination of the replacement cost or reproduction cost of an asset on an optimised basis thus reflects the 
service potential required of the asset. 
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1.13 Impairment of non-cash-generating assets (continued) 

Recognition and measurement 

If the recoverable service amount of a non-cash-generating asset is less than its carrying amount, the carrying amount of the asset 
is reduced to its recoverable service amount. This reduction is an impairment loss. 

An impairment loss is recognised immediately in surplus or deficit. 

Any impairment loss of a revalued non-cash-generating asset is treated as a revaluation decrease. 

When the amount estimated for an impairment loss is greater than the carrying amount of the non-cash-generating asset to 
which it relates, the municipal entity recognises a liability only to the extent that is a requirement in the Standards of GRAP. 

After the recognition of an impairment loss, the depreciation (amortisation) charge for the non-cash-generating asset is adjusted 
in future periods to allocate the non-cash-generating asset's revised carrying amount, less its residual value (if any), on a 
systematic basis over its remaining useful life. 

Reversal of an impairment loss 

The municipal entity assess at each reporting date whether there is any indication that an impairment loss recognised in prior 
periods for a non-cash-generating asset may no longer exist or may have decreased. If any such indication exists, the municipal 
entity estimates the recoverable service amount of that asset. 

An impairment loss recognised in prior periods for a non-cash-generating asset is reversed if there has been a change in the 
estimates used to determine the asset's recoverable service amount since the last impairment loss was recognised. The carrying 
amount of the asset is increased to its recoverable service amount. The increase is a reversal of an impairment loss. The increased 
carrying amount of an asset attributable to a reversal of an impairment loss does not exceed the carrying amount that would 
have been determined (net of depreciation or amortisation) had no impairment loss been recognised for the asset in prior 
periods. 

A reversal of an impairment loss for a non-cash-generating asset is recognised immediately in surplus or deficit. 

Any reversal of an impairment loss of a revalued non-cash-generating asset is treated as a revaluation increase. 

After a reversal of an impairment loss is recognised, the depreciation (amortisation) charge for the non-cash-generating asset is 
adjusted in future periods to allocate the non-cash-generating asset's revised carrying amount, less its residual value (if any), on a 
systematic basis over its remaining useful life. 

Redesignation 

The redesignation of assets from a cash-generating asset to a non-cash-generating asset or from a non-cash-generating asset to a 
cash-generating asset only occur when there is clear evidence that such a redesignation is appropriate. 

1.14 Share capital / contributed capital 

An equity instrument is any contract that evidences a residual interest in the assets of a municipal entity after deducting all of its 
liabilities. 
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1.15 Employee benefits 

Employee benefits are all forms of consideration given by an entity in exchange for service rendered by employees. 

A qualifying insurance policy is an insurance policy issued by an insurer that is not a related party (as defined in the Standard of 
GRAP on Related Party Disclosures) of the reporting entity, if the proceeds of the policy can be used only to pay or fund employee 
benefits under a defined benefit plan and are not available to the reporting entity's own creditors (even in liquidation) and cannot 
be paid to the reporting entity, unless either: 

• the proceeds represent surplus assets that are not needed for the policy to meet all the related employee benefit 
obligations; or 

• the proceeds are returned to the reporting entity to reimburse it for employee benefits already paid. 

Termination benefits are employee benefits payable as a result of either: 

• an entity's decision to terminate an employee's employment before the normal retirement date; or 

• an employee's decision to accept voluntary redundancy in exchange for those benefits 

The Board is demonstrably committed to a termination when the Board has a detailed formal plan for the termination and is 
without realistic possibility of withdrawal. The detailed plan includes as a minimum: 

• the location, function, and approximate number of employees whose services are to be terminated; 

• the termination benefits for each job classification or function; and 

• the time at which the plan will be implemented. 

Implementation begins as soon as possible and the period of time to complete implementation is such that material changes to 
the plan are not likely. 

Where termination benefits fall due more than twelve months after the reporting date, they are discounted using an appropriate 
discount rate. The rate used to discount the benefit reflects the time value of money. The currency and term of the financial 
instrument selected to reflect the time value of money is consistent with the currency and estimated term of the benefit. 

In the case of an offer made to encourage voluntary redundancy, the measurement of termination benefits is based on the 
number of employees expected to accept the offer. 

Other long-term employee benefits are employee benefits (other than post-employment benefits and termination benefits) that 
are not due to be settled within twelve months after the end of the period in which the employees render the related service. 

Vested employee benefits are employee benefits that are not conditional on future employment. 

A constructive obligation is an obligation that derives from the municipal entity's actions where by an established pattern of past 
practice, published policies or a sufficiently specific current statement, the municipal entity has indicated to other parties that it 
will accept certain responsibilities and as a result, the municipal entity has created a valid expectation on the part of those other 
parties that it will discharge those responsibilities. 
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1.15 Employee benefits (continued) 

Short-term employee benefits 

Short-term employee benefits are employee benefits (other than termination benefits) that are due to be settled within twelve 
months after the end of the period in which the employees render the related service. 

Short-term employee benefits include items such as: 

• wages, salaries and social security contributions; 

• short-term compensated absences (such as paid annual leave and paid sick leave) where the compensation for the absences 
is due to be settled within twelve months after the end of the reporting period in which the employees render the related 
employee service; 

• bonus, incentive and performance related payments payable within twelve months after the end of the reporting period in 
which the employees render the related service; and 

• non-monetary benefits (for example, medical care, and free or subsidised goods or services such as housing, cars and 
cellphones) for current employees. 

When an employee has rendered service to the municipal entity during a reporting period, the municipal entity recognise the 
undiscounted amount of short-term employee benefits expected to be paid in exchange for that service: 

■ as a liability (accrued expense), after deducting any amount already paid. If the amount already paid exceeds the 
undiscounted amount of the benefits, the municipal entity recognise that excess as an asset (prepaid expense) to the extent 
that the prepayment will lead to, for example, a reduction in future payments or a cash refund; and 

• as an expense, unless another Standard requires or permits the inclusion of the benefits in the cost of an asset. 

The expected cost of compensated absences is recognised as an expense as the employees render services that increase their 
entitlement or, in the case of non-accumulating absences, when the absence occurs. The municipal entity measure the expected 
cost of accumulating compensated absences as the additional amount that the municipal entity expects to pay as a result of the 
unused entitlement that has accumulated at the reporting date. 

The municipal entity recognise the expected cost of bonus, incentive and performance related payments when the municipal 
entity has a present legal or constructive obligation to make such payments as a result of past events and a reliable estimate of 
the obligation can be made. A present obligation exists when the municipal entity has no realistic alternative but to make the 
payments. 
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1.15 Employee benefits (continued) 

Other long-term employee benefits 

For long service awards the cost of providing the benefits is determined using the projected unit credit method. 

Actuarial valuations are conducted on an annual basis by independent actuaries. 

Actuarial gains and losses are recognised in the statement of financial performance in the period that they occur. 

Gains or losses on the curtailment or settlement of long service awards are recognised when the municipal entity is demonstrably 
committed to curtailment or settlement. 

When it is virtually certain that another party will reimburse some or all of the expenditure required to settle the long service 
awards, the right to reimbursement is recognised as a separate asset. The asset is measured at fair value. In all other respects, the 
asset is treated in the same way as plan assets. In surplus or deficit, the expense relating to a long service award is presented as 
the net of the amount recognised for a reimbursement. 

The amount recognised in the statement of financial position represents the present value of the long service award obligation 
minus the fair value of plan assets, if any. 

Actuarial assumptions are included in the note of long service awards. 

The municipal entity shall recognise the net total of the following amounts as expense or revenue, except to the extent that 
another Standard requires or permits their inclusion in the cost of an asset: 

• current service cost; 

• interest cost; 

• the expected return on any plan assets and on any reimbursement right recognised as an asset; 

• actuarial gains and losses, which shall all be recognised immediately; 

• past service cost, which shall all be recognised immediately; and 

• the effect of any curtailments or settlements. 

1.16 Provisions and contingencies 

Provisions are recognised when: 

• the municipal entity has a present obligation as a result of a past event; 

• it is probable that an outflow of resources embodying economic benefits or service potential will be required to settle the 
obligation; and 

• a reliable estimate can be made of the obligation. 

The amount of a provision is the best estimate of the expenditure expected to be required to settle the present obligation at the 
reporting date. 

Where the effect of time value of money is material, the amount of a provision is the present value of the expenditures expected 
to be required to settle the obligation. 

The discount rate is a pre-tax rate that reflects current market assessments of the time value of money and the risks specific to 
the liability. 

Reimbursements 

Where some or all of the expenditure required to settle a provision is expected to be reimbursed by another party, the 
reimbursement is recognised when, and only when, it is virtually certain that reimbursement will be received if the municipal 
entity settles the obligation. The reimbursement is treated as a separate asset. The amount recognised for the reimbursement 
does not exceed the amount of the provision. 

Provisions are reviewed at each reporting date and adjusted to reflect the current best estimate. Provisions are reversed if it is no 
longer probable that an outflow of resources embodying economic benefits or service potential will be required, to settle the 
obligation. 
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1.16 Provisions and contingencies (continued) 

Where discounting is used, the carrying amount of a provision increases in each period to reflect the passage of time. This 
increase is recognised as an interest expense. 

A provision is used only for expenditures for which the provision was originally recognised. 

Provisions are not recognised for future operating deficits. 

A constructive obligation to restructure arises only when an entity: 

• has a detailed formal plan for the restructuring, identifying at least: 

the activity/operating unit or part of a activity/operating unit concerned; 
the principal locations affected; 

- the location, function, and approximate number of employees who will be compensated for services being 
terminated; 

the expenditures that will be undertaken; and 

- when the plan will be implemented; and 

• has raised a valid expectation in those affected that it will carry out the restructuring by starting to implement that plan or 
announcing its main features to those affected by it. 

A restructuring provision includes only the direct expenditures arising from the restructuring, which are those that are both: 

• necessarily entailed by the restructuring; and 

• not associated with the ongoing activities of the municipal entity 

No obligation arises as a consequence of the sale or transfer of an operation until the municipal entity is committed to the sale or 
transfer, that is, there is a binding arrangement. 

A contingent asset is a possible asset that arises from past events and whose existence will be confirmed only by the occurrence 
or non-occurrence of one or more uncertain future events not wholly within the control of the Board. 

A contingent liability is: 

• a possible obligation that arises from past events and whose existence will be confirmed only by the occurrence or non¬ 
occurrence of one or more uncertain future events not wholly within the control of the Board; or 

• a present obligation that arises from past events but is not recognised because: 

• - it is not probable that an outflow of resources embodying economic benefits or service potential will be required to settle 
the obligation; 

• - the amount of the obligation cannot be measured with sufficient reliability. 

After their initial recognition, contingent liabilities recognised in business combinations that are recognised separately are 
subsequently measured at the higher of: 

• the amount that would be recognised as a provision; and 

• the amount initially recognised less cumulative amortisation. 

Contingent assets and contingent liabilities are not recognised. Contingencies are disclosed in note 42. 

1.17 Revenue from exchange transactions 

Revenue is the gross inflow of economic benefits or service potential during the reporting period when those inflows result in an 
increase in net assets, other than increases relating to contributions from owners. 

An exchange transaction is one in which the municipal entity receives assets or services, or has liabilities extinguished, and directly 
gives approximately equal value (primarily in the form of goods, services or use of assets) to the other party in exchange. 

Fair value is the amount for which an asset could be exchanged, or a liability settled, between knowledgeable, willing parties in an 
arm's length transaction. 

Measurement 

Revenue is measured at the fair value of the consideration received or receivable, net of trade discounts and volume rebates. 
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1.17 Revenue from exchange transactions (continued) 

Sale of goods 

Revenue from the sale of goods is recognised when all the following conditions have been satisfied: 

* the municipal entity has transferred to the purchaser the significant risks and rewards of ownership of the goods; 

* the municipal entity retains neither continuing managerial involvement to the degree usually associated with ownership nor 
effective control over the goods sold; 

* the amount of revenue can be measured reliably; 

* it is probable that the economic benefits or service potential associated with the transaction will flow to the municipal 
entity; and 

* the costs incurred or to be incurred in respect of the transaction can be measured reliably. 

Rendering of services 

When the outcome of a transaction involving the rendering of services can be estimated reliably, revenue associated with the 
transaction is recognised by reference to the stage of completion of the transaction at the reporting date. The outcome of a 
transaction can be estimated reliably when all the following conditions are satisfied: 

* the amount of revenue can be measured reliably; 

* it is probable that the economic benefits or service potential associated with the transaction will flow to the municipal 
entity; 

* the stage of completion of the transaction at the reporting date can be measured reliably; and 

* the costs incurred for the transaction and the costs to complete the transaction can be measured reliably. 

When services are performed by an indeterminate number of acts over a specified time frame, revenue is recognised on a straight 
line basis over the specified time frame unless there is evidence that some other method better represents the stage of 
completion. When a specific act is much more significant than any other acts, the recognition of revenue is postponed until the 
significant act is executed. 

When the outcome of the transaction involving the rendering of services cannot be estimated reliably, revenue is recognised only 
to the extent of the expenses recognised that are recoverable. 

Service revenue is recognised by reference to the stage of completion of the transaction at the reporting date. Stage of 
completion is determined by services performed to date as a percentage of total services to be performed. 

Service charges 

Service charges relating to distribution of electricity are based on consumption. Meters are read on a monthly basis and are 
recognised as revenue when invoiced. Provisional estimates of consumption, based on the consumption history, are made on a 
monthly basis when meter readings have not been performed. The provisional estimates of consumption are recognised as 
revenue when invoiced, except at year-end when estimates of consumption up to year-end are recorded as revenue without it 
being invoiced. In respect of estimates of consumption between the last reading date and the reporting date, an accrual is raised 
based on the average monthly consumption. Adjustments to provisional estimates of consumption are made in the invoicing 
period in which meters are read. These adjustments are recognised as revenue in the invoicing period. Estimates of consumption 
between meter readings are based on historical information. 

Pre-paid electricity 

Prepaid electricity revenue is recognised at the point of sale. Revenue is measured at the fair value of the consideration received 
or receivable, net of trade discounts and volume rebates. Pre-paid electricity sales are reconciled on a monthly basis and the sum 
of the monthly sales provides the total sales for the year. The financial year is divided in two seasons based on the application of 
tariffs with the seasons being summer (1 September - 31 May) and winter (1 June to 31 August). The deferred portion of revenue 
is accounted for by an adjustment for units not consumed at year end. This adjustment is based on the average consumption 
history, multiplied by the weighted average cost of units sold in June. Average consumption in units is determined per active 
prepaid meter using a trend analysis of historical consumer purchase data per meter for the previous financial years' months of 
May, June and July. The deferred portion of revenue is the amount by which the actual prepaid electricity sold for the month of 
June exceeds the average consumption calculated. 
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1.18 Revenue from non-exchange transactions 

Non-exchange transactions are defined as transactions where the municipal entity receives value from another entity without 
directly giving approximately equal value in exchange. 

Revenue is the gross inflow of economic benefits or service potential during the reporting period when those inflows result in an 
increase in net assets, other than increases relating to contributions from owners. 

Fair value is the amount for which an asset could be exchanged, or a liability settled, between knowledgeable, willing parties in an 
arm's length transaction. 

Conditional grants and receipts 

Revenue from conditional grants is recognised when it is probable that the economic benefits or service potential will flow to the 
municipal entity and the amount of the revenue can be measured reliably and to the extent that there has been compliance with 
any restrictions associated with the grant. 

Recognition 

An inflow of resources from a non-exchange transaction recognised as an asset is recognised as revenue, except to the extent that 
a liability is also recognised in respect of the same inflow. 

As the municipal entity satisfies a present obligation recognised as a liability in respect of an inflow of resources from a non¬ 
exchange transaction recognised as an asset, it reduces the carrying amount of the liability recognised and recognises an amount 
of revenue equal to that reduction. 

Measurement 

Revenue from a non-exchange transaction is measured at the amount of the increase in net assets recognised by the municipal 
entity. 

When, as a result of a non-exchange transaction, the municipal entity recognises an asset, it also recognises revenue equivalent to 
the amount of the asset measured at its fair value as at the date of acquisition, unless it is also required to recognise a liability. 

Where a liability is required to be recognised it will be measured as the best estimate of the amount required to settle the 
obligation at the reporting date, and the amount of the increase in net assets, if any, recognised as revenue. When a liability is 
subsequently reduced, because the taxable event occurs or a condition is satisfied, the amount of the reduction in the liability is 
recognised as revenue. 
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1.18 Revenue from non-exchange transactions (continued) 

Government grants 

Government grants are recognised as revenue when: 

• it is probable that the economic benefits or service potential associated with the transaction will flow to the municipal 
entity, 

• the amount of the revenue can be measured reliably, and 

• to the extent that there has been compliance with any restrictions associated with the grant. 

The municipal entity assesses the degree of certainty attached to the flow of future economic benefits or service potential on the 
basis of the available evidence. Certain grants payable by one level of government to another are subject to the availability of 
funds. Revenue from these grants is only recognised when it is probable that the economic benefits or service potential 
associated with the transaction will flow to the municipal entity. An announcement at the beginning of a financial year that grants 
may be available for qualifying entities in accordance with an agreed program may not be sufficient evidence of the probability of 
the flow. Revenue is then only recognised once evidence of the probability of the flow becomes available. 

Restrictions on government grants may result in such revenue being recognised on a time proportion basis. Where there is no 
restriction on the period, such revenue is recognised on receipt or when the Act becomes effective, which-ever is earlier. 

When government remit grants on a re-imbursement basis, revenue is recognised when the qualifying expense has been incurred 
and to the extent that any other restrictions have been complied with. 

Other grants and donations 

Other grants and donations are recognised as revenue when: 

• it is probable that the economic benefits or service potential associated with the transaction will flow to the municipal 
entity; 

• the amount of the revenue can be measured reliably; and 

• to the extent that there has been compliance with any restrictions associated with the grant. 

If goods in-kind are received without conditions attached, revenue is recognised immediately. If conditions are attached, a liability 
is recognised, which is reduced and revenue recognised as the conditions are satisfied. 

1.19 Turnover 

Turnover comprises of sales to customers and service rendered to customers. Turnover is stated at the invoice amount and is 
exclusive of value added taxation. 

1.20 Investment income 

Investment income is recognised on a time-proportion basis using the effective interest method. 

1.21 Borrowing costs 

Borrowing costs are interest and other expenses incurred by an entity in connection with the borrowing of funds. 

Qualifying asset is an asset that necessarily takes a substantial period of time to get ready for its intended use of sale. 

Borrowing costs are recognised as an expense in the period in which they are incurred. 

1.22 Comparative figures 

When the presentation or classification of an item in the annual financial statements are amended, comparative amounts are 
reclassified. 
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1.23 Fruitless and wasteful expenditure 

Fruitless and wasteful expenditure means expenditure which was made in vain and would have been avoided had reasonable care 
been exercised. 

All expenditure relating to fruitless and wasteful expenditure is recognised as an expense in the Statement of Financial 
Performance in the year that the expenditure was incurred. The expenditure is classified in accordance with the nature of the 
expense, and where recovered, it is subsequently accounted for as revenue in the Statement of Financial Performance. Detailed 
disclosure have been made in the notes to the financial statements as required by MFMA. 

1.24 Irregular expenditure 

Irregular expenditure is expenditure that is contrary to the Municipal Finance Management Act (Act No.56 of 2003), the Municipal 
Systems Act (Act No.32 of 2000), and the Public Office Bearers Act (Act No. 20 of 1998) or is in contravention of the municipal 
entity's supply chain management policy. Irregular expenditure is accounted for as expenditure in the Statement of Financial 
Performance and where recovered, it is subsequently accounted for as revenue in the Statement of Financial Performance. 

Irregular expenditure that was incurred and identified during the current financial year and which was condoned before year end 
and/or before finalisation of the financial statements must also be recorded appropriately in the irregular expenditure register. In 
such an instance, no further action is required with the exception of updating the note to the financial statements. 

Irregular expenditure that was incurred and identified during the current financial year and for which condonement is being 
awaited at year end must be recorded in the irregular expenditure register. No further action is required with the exception of 
updating the note to the financial statements. 

Where irregular expenditure was incurred in the previous financial year and is only condoned in the following financial year, the 
register and the disclosure note to the financial statements must be updated with the amount condoned. 

Irregular expenditure that was incurred and identified during the current financial year and which was not condoned by the 
National Treasury or the relevant authority must be recorded appropriately in the irregular expenditure register If liability for the 
irregular expenditure can be attributed to a person, a debt account must be created if such a person is liable in law. Immediate 
steps must thereafter be taken to recover the amount from the person concerned. If recovery is not possible, the accounting 
officer may write off the amount as debt impairment and disclose such in the relevant note to the financial statements. The 
irregular expenditure register must also be updated accordingly. If the irregular expenditure has not been condoned and no 
person is liable in law, the expenditure related thereto must remain against the relevant program/expenditure item, be disclosed 
as such in the note to the financial statements and updated accordingly in the irregular expenditure register. 

1.25 Revaluation reserve 

The surplus arising from the revaluation of property, plant and equipment is credited to a non-distributable reserve. The 
revaluation surplus is realised when revalued buildings and infrastructure is disposed off or impaired, through a transfer from the 
revaluation reserve to the accumulated surplus/deficit. On disposal, the net revaluation surplus is transferred to the accumulated 
surplus/deficit while gains or losses on disposal, based on revalued amounts, are credited or charged to the statement of financial 
performance. 

1.26 Investments 

Where the carrying amount of an investment is greater than the estimated recoverable amount, it is written down immediately to 
its recoverable amount and an impairment loss is charged to the statement of financial performance. 

1.27 Budget information 

The approved budget is prepared on an accrual basis and presented by functional classification linked to performance outcome 
objectives. 

The approved budget covers the fiscal period from 2016/07/01 to 2017/06/30. 

The financial statements and the budget are on the same basis of accounting therefore a comparison with the budgeted amounts 
for the reporting period have been included in the Statement of comparison of budget and actual amounts. 
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1.28 Related parties 

The municipal entity operates in an economic sector currently dominated by entities directly or indirectly owned by the South 
African Government. As a consequence of the constitutional independence of the three spheres of government in South Africa, 
only entities within the local sphere of government are considered to be related parties. 

Management are those persons responsible for planning, directing and controlling the activities of the municipal entity, including 
those charged with the governance of the municipal entity in accordance with legislation, in instances where they are required to 
perform such functions. 

Close members of the family of a person are considered to be those family members who may be expected to influence, or be 
influenced by, management in their dealings with the municipal entity. 

Only transactions with related parties not at arm's length or not in the ordinary course of business are disclosed. 

1.29 Events after reporting date 

Events after reporting date are those events, both favourable and unfavourable, that occur between the reporting date and the date 
when the financial statements are authorised for issue. Two types of events can be identified: 

* those that provide evidence of conditions that existed at the reporting date (adjusting events after the reporting date); and 

• those that are indicative of conditions that arose after the reporting date (non-adjusting events after the reporting date). 

The municipal entity will adjust the amount recognised in the financial statements to reflect adjusting events after the reporting date 
once the event has occurred. 

The municipal entity will disclose the nature of the event and an estimate of its financial effect or a statement that such estimate 
cannot be made in respect of all material non-adjusting events, where non-disclosure could influence the economic decisions of users 
taken on the basis of the financial statements. 

1.30 Accumulated surplus 

The municipal entity's surplus or deficit for the year is accounted for in the accumulated surplus in the statement of changes in 
net assets. 

The accumulated surplus/deficit represents the net difference between total assets and total liabilities of the municipal entity. 

Any surpluses and deficits realised during a specific financial year are credited/debited against accumulated surplus/deficit. Prior 
year adjustments relating to income and expenditure are debited/credited against accumulated surplus when retrospective 
adjustments are made. 
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2. New standards and interpretations 

2.1 Standards and interpretations effective and adopted in the current year 

In the current year, the entity has adopted the following standards and interpretations that are effective for the current financial year 
and that are relevant to its operations: 

GRAP 16 (as revised 2015) Investment property 

Based on the feedback received as part of the post-implementation review, the Board agreed to reconsider certain principles in GRAP 
16 and GRAP 17. In particular, the Board agreed to: 

• Review the principles and explanations related to the distinction between investment property and property, plant and 
equipment. 

• Consider whether an indicator-based assessment of useful lives of assets could be introduced. 

• Clarify the wording related to the use of external valuers. 

• Introduce more specific presentation and disclosure requirements for capital work-in-progress. 

• Review the encouraged disclosures and assess whether any should be made mandatory or deleted. 

• Require separate presentation of expenditure incurred on repairs and maintenance in the financial statements. 

Various amendments were made to the Standard, affecting Definitions, Identification, Disclosure, Effective date and Transitional 
provisions. 

The effective date of the standard is for years beginning on or after 01 April 2016. 

The entity has adopted the standard for the first time in the 2017 financial statements. 

The impact of the standard is not material as the municipal entity has no investment properties. 

GRAP 17 (as amended 2015) Property, Plant and equipment 

Based on the feedback received as part of the post-implementation review, the Board agreed to reconsider certain principles in GRAP 
16 and GRAP 17. In particular, the Board agreed to: 

• Review the principles and explanations related to the distinction between investment property and property, plant and 
equipment. 

• Consider whether an indicator-based assessment of useful lives of assets could be introduced. 

• Clarify the wording related to the use of external valuers. 

• Introduce more specific presentation and disclosure requirements for capital work-in-progress. 

• Review the encouraged disclosures and assess whether any should be made mandatory or deleted. 

• Require separate presentation of expenditure incurred on repairs and maintenance in the financial statements. 

Amendments identified as part of the post-implementation review, affected the following areas: 

• Indicator-based assessment of the useful lives of assets 

• Use of external valuers 

• Encouraged disclosures 

• Capital work-in-progress 

• Expenditure incurred on repairs and maintenance 

The effective date of the standard is for years beginning on or after 01 April 2016. 

The entity has adopted the standard for the first time in the 2017 financial statements. 

The adoption of this standard has not had a material impact on the results of the entity, but has resulted in more disclosure than would 
have previously been provided in the financial statements. 
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2. New standards and interpretations (continued) 

2.2 Standards and interpretations issued, but not yet effective 

The entity has not applied the following standards and interpretations, which have been published and are mandatory for the entity's 
accounting periods beginning on or after 01 July 2017 or later periods: 

GRAP 34: Separate Financial Statements 

The objective of this Standard is to prescribe the accounting and disclosure requirements for investments in controlled entities, joint 
ventures and associates when an entity prepares separate financial statements. 

It furthermore covers Definitions, Preparation of separate financial statements. Disclosure, Transitional provisions and Effective date. 
The effective date of the standard is not yet set by the Minister of Finance. 

The entity expects to adopt the standard for the first time when the Minister sets the effective date for the standard. 

The impact of this standard is currently being assessed. 

GRAP 35: Consolidated Financial Statements 

The objective of this Standard is to establish principles for the presentation and preparation of consolidated financial statements when 
an entity controls one or more other entities. 

To meet this objective, the Standard: 

• requires an entity (the controlling entity) that controls one or more other entities (controlled entities) to present 
consolidated financial statements; 

• defines the principle of control, and establishes control as the basis for consolidation; 

• sets out how to apply the principle of control to identify whether an entity controls another entity and therefore must 
consolidate that entity; 

• sets out the accounting requirements for the preparation of consolidated financial statements; and 

• defines an investment entity and sets out an exception to consolidating particular controlled entities of an investment 
entity. 

It furthermore covers Definitions, Control, Accounting requirements. Investment entities: Fair value requirement. Transitional 
provisions and Effective date. 

The effective date of the standard is not yet set by the Minister of Finance. 

The entity expects to adopt the standard for the first time when the Minister sets the effective date for the standard. 

The impact of this standard is currently being assessed. 

GRAP 38: Disclosure of Interests in Other Entities 

The objective of this Standard is to require an entity to disclose information that enables users of its financial statements to evaluate: 

• the nature of, and risks associated with, its interests in controlled entities, unconsolidated controlled entities, joint 
arrangements and associates, and structured entities that are not consolidated; and 

• the effects of those interests on its financial position, financial performance and cash flows. 

It furthermore covers Definitions, Disclosing information about interests in other entities, Significant judgements and assumptions. 
Investment entity status, Interests in controlled entities, Interests in joint arrangements and associates, Interests in structured entities 
that are not consolidated, Non-qualitative ownership interests. Controlling interests acquired with the intention of disposal, Transitional 
provisions and Effective date. 
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